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Exwutive Summary 

1. Background and Program Purpose, The need f o r  housing t h a t  i s  a f fordab le  by 
low-income fiili 1 i e s  i n  Honduras i s  enormous -- f o r  minimum she1 t e r ,  potable 
water, san i ta ry  sewerage systems, c r e d i t  f o r  home improvements, secu r i t y  o f  
tenure, etc.  These we1 1 documented problems have led  A I D  t o  provide 
assistance l a r g e l y  designed t o  maximize t.he production o f  housing by 
channel i ng  resources through na t iona l ,  predominantly pub1 i c ,  i n s t i t u t i o n s .  
The lessons learned from these programs were t ha t  the pub l i c  sector  i s  not  an 
e f f i c i e n t  o r  cos t -e f f ec t i ve  producer o f  housing nor t h a t  such programs can 
lead t o  se l f - sus ta in ing  systems. 

The Urban Poor I 1  Program, the Housing Guaranty (HG) Program evaluated, 
intends t h a t  both the cen t ra l  and munic ipal  governments i n  Honduras ac t  as 
f a c i l i t a t o r s  o f  housing and urban development a c t i v i t i e s  by enact ing e f f e c t i v e  
po l  i c i e s  aimed a t  c rea t i ng  a conducive environment i n  which the formal p r i va te  
sector ,  informal  sector, and i nd i v i dua l s  can be mobi 1 ized t o  address Honduras' 
she l t e r  and urban development problems. 

The long-term goal o f  the Program i s  t o  improve the she l te r  condi t ions o f  low- 
income fam i l i es  i n  Honduras. That goal would be met i f  the p r o j e c t  purpose 
could be achieved -- t o  improve the  i n s t i t u t i o n a l  capaci ty o f  the  p r i v a t e  
sector  and murticipal governments t o  enhance the avai  l a b i  1 i t y  o f  housing and 
i n f r a s t r u c t u r e  services f o r  low-income fami 1 ies. 

The Urban Poor I 1  Program i s  financed by a $35 m i l l  ion  HG loan intended t o  
channel resources f o r  housing f inance and urban development a c t i v i t i e s  t o  
bene f i t  over 30,000 persons w i t h  incomes below the median, and a $1.6 m i l l i o n  
techn ica l  assistance and t r a i n i n g  grant  i n  support o f  those a c t i v i t i e s .  The 
Government o f  Honduras (GOH) i s  p rov id ing  L15 m i l  1 ion ($7.5 m i  11 ion )  f o r  t h i s  
program from Economic Support Funds. 

A I D  author ized the  program i n  September 1986, signed an Implementat i on  
Agreement f o r  the HG loan w i t h  the GOH i n  December 1986, but  not  u n t i l  a f t e r  
the Grant Agreement was signed w i t h  the GOH i n  Ju ly  1987 and the loan 
agreement i n  September 1987 was the program i n i t i a t e d .  AID determined t h a t  
there has been s u f f i c i e n t  p ro j ec t  experience t o  warrant a progress eva luat ion 
now. 

2. Eva luat ion and Methodology. P r i o r  t o  a r r i v a l  i n  Honduras, the  eva luat ion 
team reviewed the Pro jec t  Paper, the  Implementat ion Agreement, the  Grant 
Agreement, and A I D  guidance f o r  undertaking evaluations. The team met w i t h  
RHUOO and Mission s t a f f  and reviewed p r o j e c t  f i l e s  and documents. The team 
prepared a ser ies  o f  questions t o  serve as guidance f o r  t he  nea r l y  50 meetings 
he ld  throughout the country. The team v i s i t e d  a l l  seven o f  the p a r t i c i p a t i n g  
c i t i e s ,  meeting i n  each w i t h  the Mayor and responsible p r o j e c t  implementation 
o f f i c i a l s ,  as w e l l  as i n  s o m  c i t i e s  w i t h  representat ives o f  the p r i v a t e  
sector which are  important pa r t i c i pan t s  i n  the pro jec ts .  The team v i s i t e d  
p ro j ec t  s i tes  , discussing p ro j ec t  impacts w i t h  neighborhood res idents ,  small 
business people, and patronato representat ives. 



3. Findings and Conclusions. The Urban Poor I1 Program is fundamentally 
sound, on its way to meeting many of its physical output targets, and 
supporting important new pol icy changes. Over 12,000 low- incore persons have 
been provided with water and sewerage systems or mortgages for new housing; 
nearly 20,000 persons sill soon benefit from projects in process; an estimated 
3,,000 persons will benefit from projects not yet started. The home 
improvement part ion of the she1 ter component is virtual ly dormant. Major 
policy changes to promote the participation of the private sector in urban 
development have taken place in San Pedro Sula, and to a lesser degree in La 
Ceiba. 

Macroeconomic realties constrain domestic resource mobi 1 izat ion and affect 
disbursements and consequently project execution. 

The participating cities differ in size and urban functions, in political 
leadership, in community attitudes, in technical capability, in human 
resources, in financial resources, and historical patterns of growth. Most 
Honduran municipal it ies suffer from 1 imi ted authority, inflated bureaucracies, 
lack of resources, ineffective management capabi 1 it ies, and heavy dependance 
on central ized government. 

Local government autonomy is vital for municipal progress. The evidence is 
quite clear that where local government has controlled the resources, that is, 
where it has raised and spent money, the likelihood of effective service 
delivery is high. The proposed municipal development law will be important to 
improved effectiveness of urban management by local governments. 

Urban Poor I1 projects incorporate 1 imited cost recovery targets or formal 
mechanisms for the recovery of costs over future years. The source of 
financing of off-site infrastructure in Urban Poor I1 projects has varied from 
the municipality itself, other donors, and the Employment Generation Project. 
There is no evidence that municipalities (with the exception of San Pedro 
Sula) are prepared for the maintenance of their water and sewerage systems. 

The private sector will participate in urban service delivery. The San Pedro 
Sula model is significa~it. A private investor has decided to take risks as 
long as the public sector provides a suitable framework -- in this case a 
modification of land use standards and the provision of several in-kind 
contributions that make the project viable. 

Non Government Organizations (NGOs) are the most viable intermediaries for 
reaching low-income households. Although NGOs can now technically link formal 
sources of credit to their informal sector clientele, the Fondo de la 
Vivienda's (FOVI) insistence on the use of mortgages as loan guarantees is a 
major obstacle to NGO involvement in shelter production and finance. 

Long-term technical assistance is balanced between project implementat ion and 
spec if ic technical and management assistance. The short-term technica 1 
assistance provided by UCAT has general ly not been effective. Technical 
assistance from onc Honduran operating agency to another is an effective 
mechanism. 

i i i  



Water, sewerage, and street paving projects have a) contributed to increased 
earnings for small and informal businesses; b) increased land and home values; 
c) encouraged many residents to make improvements to their homes; d) provided 
construction jobs for r d d e n t s  (nearly 350,000 person days of em loyment have 
been generated both by completed projects and projects in process ! ; e) 
improved environment? 1 and sanitary conditions; and f) encouraged the 
format ion of groups for neighborhood improvement projects. 

The participation of private housing finance institutions has been limited. 
The Urban Poor I1 Program succeeded in en1 isting S+L participation in the 
quanti tat;ve production and financing of she1 ter solutions affordable to lower 
income groups largely because these private institutions served as a conduit 
through which to chrnnel external savings into housing investment. 

The amount of mortgage credit available in Honduras is only a fraction of what 
is required. Although established to serve as the country's primary source of 
housing finance, the savings and loan systemi s fundamental weakness is its 
inabi 1 ity to mobi 1 ize long-term savings to match with long-term mortgages. 
FOVI operates as a successful, a1 beit constrained, second-t ier lender of the 
housing finance system. 

4. Principal Recomnendations. Technical assistance and training to municipal 
governments should be strengthened. Effective local government agencies, 1 ike 
DIMA and UMVIDE in San Pedro Sula, should be enlisted to provide assistance to 
other municipal ities. The successful strategies by which the commercial 
private sector has participated in the program should be understood and 
promoted. The involvement of community based organizations, cooperatives, and 
the informal sector in urban development programs should be encouraged. 
A1 ternat ive loan guarantees for NGO lenders should be developed. 

5. Lessons Learned. AID sho~ld continue to support the passage of the 
municipal development law and provlde assistance to those cities that are most 
receptive to pol icy change. 

If and when structural adjustment programs take effect, opportunities to 
mobilize additional domestic resources for mortgage lending on market terms 
should be explored. 

Dramatic differences exist among the seven municipalities participating in the 
Urban Poor I1 Program. In future projects, AID might consider undertaking an 
impact evaluation; this would require the early establishment of base line 
data to be compared with the project when completed. 
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This section provides an overview of the program, the evaluation, and the 
conditions in Honrjuras which have had an impact on shelter and urban 
development in general and on the Urban Poor I1 Program in particular. 

Previous AID programs in Honduras' shelter sector were largely designed to 
maximize the product ion of housing by channel ing external resources through 
various national , and predominantly pub1 ic, institutions. The lessons learned 
from these programs were that the public sector is not a particularly 
efficient or cost-effective producer of hausing nor that such programs can 
lead to self-sustaining systems. The Urban Poor I 1  Program, the current 
Housing Guaranty Program being evaluated (522-HG-008), intends that both the 
central and municipal governments in Honduras act as faci 1 itators of housing 
and urban development activities by enacting effective policies aimed at 
creating a conducive environment in which the formal private sector, informal 
sector, and individuals can be mobilized to address Honduras' shelter and 
urban development problems. Throughout the l98Os, however, she1 ter and urban 
development in Honduras has been constrained by economic and fiscal real i ties. 
Further exacerbating the situation is the fact that the concept of shelter and 
urban development as a sector is altogether lacking at the national level. 
There is no defined and adopted framework for an urban development nor housing 
finance system in the country. No single institution nor government agency 
has assumed the responsibility for developing national urban development and 
housing pol icies, nor other elements necessary for directing 1 imi ted resources 
to urban needs of an increasing lower income clientele. 

1 2  The Program and Evalustlon 

The Shelter for the Urban Poor I1 Program is financed by a $35 mi 1 1  ion Housing 
Guaranty loan (522-HG-008) intended to channel resources for housing finance 
and urban development activities to benefit over 30,000 fami 1 ies with incomes 
below the median, and a $1.6 million technical assistance and training grant 
(52290324) in support of those activities. The Government of Honduras is 
providing L15 mi 1 1  ion ($7.5 mil lion) for this program from Economic Support 
Funds. 

AID authorized the program in September 1986, signed an Implementat ion 
Agreement for the Housing Guaranty (HG) loan with the Government of Honduras 
(GOH) in December 1986, but not until after the Grant Agreement was signed 
with the GOH in July 1987 and the loan agreement in September 1987 was the 
program initiated. Due to the late start as well as subsequent delays, it is 
only nllw that the project has readled a mid-point of implementation. AID has 
determined that there has not only been sufficient project experience to 
warrant a progress evaluation now, but that the timing is propitious to make 
appropriate adjustments to project implementation. Equally important, AID is 
currently developing a new municipal development project in Honduras and is 



seeking lessons fron~ this project that can be applied to the new project. For 
these reasons, A19 scheduled this evaluation at this time. 

The three-person evaluation team provided by Abt Associates consisted of a 
housing and urban planner, an economist and financial sperial ist, and an 
architectlurban development special ist. Col lectively, the team provided 
ski 1 1  s in local government management and  plan^ ing, housing finance, and urban 
service delivery, with experience in analysis, project design and 
',mplementation, and evaluation. The team also had extensive experience with 
the Housing Guaranty lorn program. 

1.3 Country Context 

After a downturn in economic activity ill Honduras during the early 1980s 
growth resumed in 1984, but until recently the rate of growth was barely above 
the population growth rate. During 1987 and 1988, output growth accelerated 
to an average of 4.5 percent; nevertheless, real gross domestic product (GDP) 
per capita at the end of 1988 was more than 10 percent below its peak in 1980. 
It is estimated that real per capita income (expressed in 1980 dollars) 
declined from $667 in 1980 to $565 in 1987 before recovering modestly to $570 
in 19G. 

Throughout the 1980-88 period, labor force growth has been rapid, resulting in 
high rates of open unemployment. Inflation, based on official price 
statistics, has been generally low since recovery began in 1984. During 1988 
and the first half of 1989, there was an increase in price acceleration. This 
inflation was attributable to shortages of basic grain production and a 
depreciation of the lempira in the parallel exchange market following the 
exhaustion of useable reserves brought on by domestic fiscal imbalances. By 
mid-1989, the annual rate of change in consumer prices was officially about 
9.5 percent. However, owing to extensive price controls and the 
unavailability of many items at the controlled prices, official data 
underestimates actual inflation. In the construction sector, for example, 
data developed by the Honduran Construct ion Industry Association indicates 
that the cost of labor and materials required to produce a "typical" low-cost 
housing unit rose by 37.8 percent and 35.9 percent, respectively, during the 
1987-89 period. 

The combined effects of declining real income, rising unemployment, and steep 
price increases have and will continue to pose severe constraints on Honduras' 
ability to provide minimum shelter and urban services for its lower income 
citizens. Even if these economic conditions were not so serious, the limited 
capacity of local governments precludes the effective provision of needed 
urban services. Municipalities generally lack the financial resources, the 
technical capacity, and the legal power to plan and implement urban 
development projects . 
As for shelter, an analysis of housing needs and financing capability 
conducted during 1989 concluded that "income levels in Honduras are so low 
that, even if housing institutions were capable of delivering shelter in 
packages that incorporated minimum building standards, and even if she1 ter 



finance at 14 percent interest rates were available to a1 1 borrowers, more 
than half of the present housing deficit would remain."' But the reality i s  
that mortgage credit has not been available in any large quantiiy nor can it 
be expected to be in the near future due to a number of internal and external 
developments. 

Since the early 1980s, declines in savings and domestic investment have 
further exacerbated the country's slob/ economic growth rate. Both public and 
private domestic savings have declined as a proportion of GDP, with the publ ic 
sector's share turning negative in 198'3. During 1987 and 1988, external 
savings exceeded gross national savings as a proportion of GDP. Between 1984 
and 1988,. nearly 60 percent of domestic investment was been financed through 
external savings although overall investment as a proportion of GDP has 
continued to decl ine since the complet im of the externa 1 ly-f inawed El Ca jon 
hydroelectric power plant in 1985. 

During the 1980-85 period, external capital was used to finance over 50 
percent of the country's fiscal deficit. However, since 1986 external 
financing has decl ined considerably and the central government's attempts to 
reduce its fiscal deficit, estimated at 6.9 percent of GDP in 1988, have taken 
the form of reduced capital expenditures, i .e., publ ic investment, and, more 
importantly, reliance on domestic bank credit. The latter has been 
accomplished by both an increase in the reserve requirements on bank deposits 
and by the sale of government bonds. The amount of central government bonds 
held by commercial banks, other credit institutions, insurance companies, and 
the pension funds -- all potential sources of long-term savings for mortgage 
financing -- rose by 54 percent over the 1984-88 period. This is largely due 
to the fact that government bonds became an increasingly attractive instrument 
of financial savings. Carrying interest rates of between 7 and 13 percent and 
a two year term, the bonds are issued with a guarantee of redemption at par on 
demand which insures against risk of capital loss. This action has enabled 
the central govcvnment to capture funds to finance its fiscal deficit at a 
below market cost of funds. 

There is no firm estimate as to the magnitude of the crowding-out effect of 
these developments on private sector investments, including housing. Some 
authorities argue that the increase in reserve requirement5 had only limited 
effects on the credit operations and that it is a lack of economically viable 
private investment projects which is responsible for a weak demand for private 
sector borrowing.' Capitdl f 1 ight has been widespread among those unwi 1 1  ing 
to invest in lempira-denominated financial assets. Institutions and 
individuals willing to invest in these types of assets view long-term 
mortgages as risk-bearing loans and prefer investments with short maturities. 
The declining level of domestic financial savings available to the housing 
finance system for long-term mortgage credit coupled with the unwi 1 1  ingness on 

- - 
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the part of private wealth holders and cash rich institutions to provide their 
savings on a long-term basis will continue to inhibit formal housing 
product io~; for a 1 1  but upper income groups. 

Honduras' external position deteriorated considerably during the 1980s due to 
several factors: domestic demand remained stable despite slow export growth; 
adverse changes in the terms of trade; and reduced external financing. Export 
volumes, declined for all products with the exception of bananas, as did the 
share of exports in GDP. Import volume remained generally unchanged during 
1984-88 with the current account deficit averaging about eight percent during 
that five year period. Between 1980 and 1983, Honduras relied on external 
capital flows to balance its external accounts. Since 1984, official capital 
inflows have been markedly reduced and external payments arrears have financed 
a major share of the overall external deficit. By the end of 1988 the stock 
of external payments arrears was equivalent to 45 percent of exports of goods 
and services. Official reserves have decl ined significantly since 1987 and by 
end-1988 these were equivaler~t to only one month of imports. 

Arrears continued to accumulate during the first half of 1989 due to heavy 
debt service obligations to multilateral agencies. At the end of July 1989, 
arrears to the Inter-American Development Bank were $15.8 mi 1 1  ion, to the 
International Monetary Fund, $17.1 million, and to the World Bank about $70.1 
million. 

The buildup of arrearages and stagnant foreign exchange earnings led to AID'S 
decision not to authorize Honduras to borrow the f in8.l $10 mil 1 ion tranche of 
Housing Guaranty resources for the Urban Poor I1 program. While the 
evaluation team was in country during early 1990, negotiations were underway 
to clear these arrearages so that lending from bilateral and multilateral 
sources could resume. 

All of these developments have led to the emergence of a significant spread 
between the exchange rates in the official and parallel exchange markets, The 
spread amounted to about 30 percent at end-1987, but has risen sharply to over 
100 percent by early 1990. Official devaluation of the lempira is widely 
expected and the risk of devaluation has important consequences for the 
Honduran economy in general and the shelter and urban development sector in 
particular. The expectat ion of devaluation and/or inflationary pressures 
will encourage holders of wealth to invest in real assets. With a concomitant 
escalation in land and housing prices, this will have the effect of putting 
affordable she1 ter out of reach of even more Hondurans. 

These economic and financial problems of Honduras have imp1 ications not only 
for the financing of housing for low-income families, but also for the 
capacity of local governments to provide urban services. 

Honduras has a long tradition of local government dating back to the strong 
urban culture of colonial Spain. During the colonial period municipalities 
were the center of pol itical and economic power. In recent years, however, 
control once held by municipalities has shifted to central government and 
autonomous parastata Is, whi le being compel led to serve an ever increasing 
population. Municipal it ies have been stripped of resources and the capacity 



to provlde basic services to their communities. The Municipality of 
Tegucigalpa, for instance, is 411 yesrs old, but like almost all 
Municipalities in Honduras, has only 1 imited abi 1 ity to deliver basic services 
to its population, 

Presently, the Municipal Law and Political Regime of 1927 regulates the 
M,unicipalities in Honduras. Each Municipality has a Mayor (Alcalde), a 
Mlunicipa 1 Attorney (Sindico) , and several Counci 1 Members (Regidores) elected 
every four years. A new law that wo!~ld return autonomy to the Municipalities 
is being debated in Congress. Municfpali~ies view this new law skeptically 
a~nd are concerned with its actual implementat ion and enforcement. 
Nevertheless, the law is a positive first step in attempting to return to the 
niunicipal i ties the functions for which they were created. 

Given Honduras' recent and ongoing economic and financial problems, the 
1 imi ted capacity of loca 1 governments, and the sheer magnitude of low- income 
households, there are clear 1 imits to whai can be accompl irhed by development 
programs which encourage market-based f irnancing of individual homes and 
municipal financing of urban services. It is in this context that the Urban 
Poor I I program was developed and is bei,~g implemented. 



2. PROGRAM DESCRlPTlON 

The Urban Poor I 1  Program is essentially two quite different projects 
supported by a third -- one housing, another urban development, both financed 
by the same source of capital assistance (the Housing Guaranty loan), and a 
third, technical assistance (the Grant and €:SF resources) that supports the 
first two. In this section, the project history is recounted and the original 
goals and objectives are presented. The project's change of emphasis and 
quantifiable progress is reflected in data on expenditures and physical 
output. 

2.1 Program History 

This program was designed in 1986 to consolidate and redirect three earlier HG 
projects. In 1980, AID authorized a $10.5 million loan (HG-005) to the 
Instituto Nacional de la Vivienda (INVA) to finance housing for low-income 
families. Also in 1960, AID authorized a $10.0 mil lion loan (HG-006) to 
finance urban upgrading in Teg~cigalpa and San Pedro Sula. In 1981, AID 
authorized a $25 mi 1 1  ion loan (HG-007) to finance private sector construction 
of low-income housing through FINAVI; $10 million of that authorization was 
not used. 

Then, in 1986, the HG-008 program was designed to cons01 idate funding and 
redirect the focus to urban upgrading activities in primary and secondary 
cities and housing finance by the private savings and loan system. When the 
Program was approved in September 1986, it provided the GOH with funds from 
the following sources: 

Previously authorized but unused from HG-007 $10.0 million 
New authorization from HG-008 $25.0 million 
Economic Support Funds (ESF) $ 7.5 million 

Total $42.5 million 

The program was supported by technical assistance financed by a $1.6 mil lion 
grant and $533,000 from ESF resources. 

Over the 1986-88 period, AID changed the distribution of the funds from those 
program components suffering from implementat ion problems to those where 
implementat ion opportunities emerged, where new plans and ideas signaled 
support, and even leadership, toward the kinds of policy changes necessary to 
improve the 1 iving conditions of the urban poor. Consequently, avai lable 
funding for Tegucigzlpa was reduced, available funding for secondary cities 
was reduced from twelve cities to support for only five, and funding for San 
Pedro Sula urban upgrading and urbanized lots was increased. 



Original Plan Actual Plan 
from Project based on 
Paper Opportunities 

Housing financed for :ow- income 
families through FOVI $22.5 mi 1 1  ion $22.5 million 

Tegucigalpa urban upgrading $ 5.0 mil lion $ 3.8 million 

San Pedro Sula urban upgrading $ 5.0 mil lion $ 6.2 million 
San Pedro Sula urbanized lots - $ 5.0 million 

Secondary cities urban upgrading $10.0 million $ 5.0 million 

Total $42.5 million $42.5 million 

The Implementation Agreement that the GOH signed with AID in December 1986 
stipulates that "Program costs will be kept at a level so that Program 
benefits are affordable to fami 1 ies whose gross monthly income is below the 
applicable median monthly income for the area in which the project is 
located." By March 1987, as the program was just being implemented, a closer 
review of the key data suggested to both AID and the GOH that the incomes 
established in the Agreement had not been based on the best information. As a 
result a Project Implementation Letter (PIL) at that time established new 
mon8thly incame limits, increasing the figures in the two primary cities, and 
decreasing the figure for the participating secondary cities. Thus: 

Median Monthly' Income 
Implementation Revised in 
Agreement, 12/86 PIL, 3/87 

v 

Teguc i ga 1 pa L938 L993 
San Pedro Sula L698 L734 
Secondary Cities L528 L496 

Tela 
La Ceiba 
S iguatepeque 
Comayagua 
Choluteca 

Other Urban Areas L329 L310 
(not participating 
in this program) 

From the $35 million authorized, $25 million was contracted in September 1987 
from the original HG-008. A single disbursement of $3,831,232 was made by the 
U.S. lender to the GOH in September 1987, while the remaining $20,688,768 
(after AID fees of $480,000 were paid) was placed in escrow. Since then, 23 
additional disbursements have been made from escrow for eligible proiects, so 
that by the end of 1989, $3,117,324 remains undisbursed in escrow (Tdble 22). 



2.2 me program - 

The long-term goal of the Program, as established in the Project Paper, was to 
improve the she1 ter conditions of low-income fami 1 ies in Honduras. That goal 
would be met if the project pur 9se (articulated in the Project Paper in a 
mixed purpose/assumption manner f could be achieved -- to improve the -- 
institutional capacity of the private sector and municipal governments to - 
enhance the avai labi 1 ity of housing and infrastructure services for low-income 
iami 1 ies. 

The HG resources were borrowed by the Ministry of Finance, which in 'urn 
managed the disbursements to the municipal i ties. This arrangement provided 
one of the few opportunities for the national government to work directly with 
the local governments. 

Project implementation units established in Tegucigalpa and San Pedro Sula for 
HG-006 continued to operate for Urban Poor 11; new implementation units were 
created in the other participating municipalities. They evolved as semi- 
autonomous entities with relative independence from the local bureaucracy in 
order to cover the full range of financial, managerial, and operational needs 
in a timely manner. 

With assistance from AID and UCAT, each municipality prepared an eligibility 
study for each project proposed for Urban Poor I1 funding. 

To improve employment opportunities in Honduras, AID finances a grant program -- the Employment Generation Project (EGP) -- that is managed by a local 
institution created for this purpose. Yhe Project provides funding to local 
governments for a variety of public works projects as long as there is a 
significant unski 1 led labor component and the construction materials are 
Honduran. Many of the water and sewerage projects financed by Urban Poor I 1  
have been supported by EGP funds, particularly for off-site infrastructure 
that the HG loan wi 1 1  not otherwise finance. 

The Housing Finance resources are channeled through the Fondo de la Vivienda 
(FOVI), a Central Bank fiduciary fund, primarily to private sector lenders for 
low cost housing production and mortgage financing affordable to families with 
incomes below the median. FOVI authorizes loans for mortgages presented by 
institutions such as savings and loan associations, qua1 if ied non-governmental 
organizations, and to a lesser extent the Instituto Nacional de la Vivienda 
(INVA). These institutions apply to FOVI to reserve credit for projects which 
they intend to develop and provide long term mortgage financing. Once 
approved by FOVI, it makes a comnitment to rediscount mortgages based on these 
applications and its own review. With FOVI I s  comitment, the developer 
obtains construction financing locally. Upon the sale of the units, the 
financial institution issues mortgages that are then rediscounted by FOVI. 



- - - 3. FINDINGS 

Based on the evaluation team's analysis of information obtained from site 
visits, interviews, and review of documents, the housing finance component of 
the program has been found to be meeting 'ts physical targets, and weak and 
generally ineffective in meeting its policy objectives. At the same time, the 
urban development component is mak ing moderate progress towards its physical 
targets, while it has been successful on many of its revised and expanded 
objectives. The technical assistance has had minimal impact on the shelter 
component, while contributing significantly to the urban development 
component. 

As indicated on the summary table below, upon completion of the Urban Poor I 1  
Program, more people (over 35,000) wi 1 1  benefit than original ly planned. 

Or i g i na 1 Number Number of Direct 
of Direct Benef. Benef. Estimated 

as of February190 

Upgraded Infrastructure 21,887 4,526 
Home Improvements 6,750 169 
New She 1 ter 2,917 2,605 

Total 31,554 12.300 

Projects in Process 
Eligible Projects not Started 

Total 35.150 

3.1 Housing nnance 

3.1.1 Outputs of tha Shetter Component 

The goal of the shelter component of the Urban Poor I1 Program is to improve 
the shelter conditions of low-income families. The achievement of this goal 
was to be measured by a significant increase in the number of low-income 
fami 1 ies provided with improved shelter conditions. 

The program's stated purpose is to improve the institutional capacity of the 
private sector to enhance the avai labi 1 i ty of housing for low-income fami 1 ies. 
This was to be accomplished through greater reliance on the private sector in 
the production, marketing, and financing of shelter solutions affordable to 
low-income families. 



The target outputs for the housing component are as follows: 

o New she1 ter (including urbanized lots) produced and financed: 
2,917 units 

o Home improvement loans: 
6,750 loans 

o New savings generated during the 1 ife of the project: 
$95 mi 1 1  ion 
$80 mi 1 1  ion a1 located for mortgage credit 

o New lending for housing: 
$28 mi 1 1  ion annual ly 

Table 1 i l  lustrates that 3,119 shelter solutions (new housing and urbanized 
lots) had been financed since the inception of the Urban Poor I1 Pro ram. Of 
this total, 2,282 had been financed directly by Housing Guaranty (HG 3 
resources and the remaining 66d solutions by resources advanced to the program 
by the Fondo de Vivienda (FOVI). The private sector originated over 77 
percent of the mortgage value of these solutions with the Honduran Savings and 
Loan Sy:tem (S+Ls) responsible for nearly 94 ercent cf private sector 
output. Two Non Governmental Organizations P NGOs), the Honduran Association 
of Houshg Cooperatives (FEHCOVIL) and the Asociacion San Juan Bosco, were 
responsible for the remainder of private sector lending. 

With regard to home improvement loans, Table 1 (see Appendix F for a1 1 Tables) 
demonstrates that only 163 loans had been made by end-1989 representing 2.5 
percent of tar* eted output. The public sector's Instituto Nacional de la 
Vivienda (INVA 3 was responsible for nearly 72 percent of the value of home 
improvement lending. 

It is important to note that FOVI, the lead public sector housing fin'nce 
institution in the Urban Poor I1 Program, was to have received a total of L45 
million for the rediscounting of eligible mortgages. At end-1989, FOVI had 
received only L29 million in HG resources which it used to discount mortgages 
for 2,605 shelter solutions. The L16 million shortfall was due to a 
prohibition on additional borrowing of HG resources unti 1 the country's 
arrearage problems with multilateral lenders was resolved. Since the start up 
of the Urban Poor 11 Program in 1987, FOVI has discounted eligible mortgages 
totaling L39.2 million, L10.3 million with its own resources. This total 
represents mortgage credit for 3,100 homes, 173 urbanized lots and 169 home 
improvement loans (Table 1). It is FOVI1s understanding that these L10.3 
mi 1 1  ion are to be reimbursed once an improvement in Honduras' external 
position allows for the remaining $10 million of authorized HG funds to be 
borrowed. Presumably, this will allow for an additional L5.7 million to be 
made available to FOVI for both mortgage credit and home improvement loans to 
be originated by the private sector as INVA has already reached its 
participation limit as specified in the Implementation Agreement. 

- - 

' ~ e t  o f  15.2 mi 11 ion of  FOVI mortgages which have been assigned to the pr ivate sector. 
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Both the magnitude of new savings and new lending for housing fell far short 
of the envisaged output targets, Table 2 illustrates that net private 
deposits of Honduras' specialized savings institutions (S+Ls) grew at an 
annual average of L6.6 mi 1 1  ion ($3.3 mi 1 1  ion at the official exchange rate) 
during the 1984-88 period. However, deposit gro~th between 1907 and 1988 was 
a mere L1.3 mil lion ($650,000). The slow rate of growth of net private 
deposits of the StLs can be partially attributed to the overall rate of 
private natiocal savings; Table 2 demonstrates that private savings as a 
proportion of gross domestic product has been on the decline since 1985. In 
absolute terms, private savings declined from a peak of L530 mil lion in 1985 
to L502 million in 1988. 

Table 3 i 1 lustrates that mortgage lending by the S+Ls over the 1984-88 period 
grew annually a t  an average rate of L8.4 mil lion ($4.2 mil lion). As a 
proportion of all private real estate lending, that provided by the S+Ls has 
decl ined from over 71 percent in 1984 to 69 percent in 11988. Mortgage lending 
by the S+Ls as a proportion of total lending by the private sector also 
decl ined during the 1984-88 period. Mortgage lending by commercial banks, the 
only other source of mortgage credit available from the formal financial 
system, increased by an even smaller annual average rate of L5.6 mi 1 1  ion ($2.7 
million) over the same period. However, the commercial banks' share of total 
mortgage lending, almost exclusively to high income earners for short terms, 
increased from just over 28 percent in 1984 to 31 percent in 1988 (Table 3). 

The low level of mortgage lending during this period was primarily directed 
towards the financing of a relatively small number of houses produced by the 
formal sector which were affordable to upper income households. Avai lable 
housing statistics indicate that only 5,954 residential units were constructed 
during the 1985186-1987/88 period, an average of less than 2,000 annually, in 
Tegucigalpa, San Pedro Sula and La Ceiba. The average cost of these homes was 
L48,495 net of the value of land (Table 4). During the 1986-89 period the 
S+Ls presented FOVI with 2,552 h o m  mortgages for discounting. Of these, 
1,805 or 70.7 percent were mortgages for units under L21,600 corresponding to 
S+L participation in the Urban Poor I1 Program. The remainder of these FOVI- 
discounted rirtgages were for housing exceeding L21,OOO. Mortgages for 
housing valued between L21,001 and L25,000 represented 9.3 percent of the S+L 
portfol io, those between L25, 001 and L45,000 represented 10.5 perceni of the 
portfolio, units between L45,001 and L65,000 accounted for 8.0, of total 
mortgage lending and housing valued in excess of L65,OOQ represented 1.5 
percent of the mortgage portfolio of the S+Ls which was discounted by FOVI 
(Table 5). 

3.12 The Honduran Mortgage Market 

The National Housing Finance Agency (FINAVI) was created as an independent 
government agency in the early 1970s to regulate and supervise the S+L system, 
to provide rediscounthg facilities to the system and to administer a system 
of mortgage default insurance. FINAVI ' s fai lure to adopt effective techniques 
to recover the cost of its housing investment led to its decapital ization and 
eventual abolition in 1984. 



FOVI, technically an entity of the Ministry of Finance and Public Credit but 
administratively part of the Central Bank, began its operations as a second- 
tier lender in 1986 retaining only the mortgage rediscounting function of 
FINAVI. This enables el iyible lenders to refinance their housing loans 
through FOVI on a long-term basis, thus minimizing term risk and proviiing 
needed liquidity to the system. However, FOVI's sources of funds are rather 
1 imited and are subject to variables beyond its control. Besides its initial 
capitalization, these iinclude reflows from the FINAVI portfolio, external 
resources provided by the Housing Guaranty Program (directly and a1 so 
indirectly through the Central American Bank for Economic Integration, CABEI ) , 
and proceeds from bond issues. These bond issues are subject to Central Bank 
approval which, presumably, is determined by the competing needs of the 
central government for deficit financing. Insurance companies also provide a 
1 imited amount of funds through mandatory holdings of certificates of deposits 
dating back to the FINRVI program. 

Overall, FOVI 's operations include six housing programs, four urbanized lot 
programs, and three home improvement loan programs. HG resources have been 
a1 located to one program in each of these three areas. At end-1989, FOVI 's 
portfolio consisted of 5,620 mortgages valued at L82.1 million. Net of the 
Urban Poor I I Program, FOVI ' s portfol io consisted of 2,605 mortgages valued at 
L42.8 million (Table 1). 

FOVI requires all S+Ls to participate in its programs; at end-1989, the value 
of mortgages originated by the S+Ls for new housing, urbanized lots and home 
improvement loans represented 66 percent of FOVI ' s total portfol io. Not 
including the mortgages presented by the S+L system under the Urban Poor I1 
Program, S+L participation in the FOVI program accounts for 60 percent of the 
remaining portfolio. Commercial banks are also eligible participants but to 
date only ane bank has participated on a very limited basis. As a result of a 
recent operational change within FOVI, an additional four NGOs have been 
approved for participation in the rediscounting program bringing the total 
number of el igible NGOs to five. At end-1989, mortgages originated by NGOs 
represented over 18 percent of the value of FOVI 's total portfolio. The value 
of INVA's mortgages was equivalent to about 15 percent of the FOVI portfolio 
at the end of 1989 (Table 1). 

The Honduran savings and loan system was establ ished during the early 1970s .:o 
serve as the primary source of housin finance. But since their inception, 
the S+Ls have proven to be particular ! y weak at mobilizing domestic resources. 
Resource mobilization is, however, an absolutely crucial element in the 
functioning of an effective housing finance system. A1 though the Honduran 
S+Ls are the only specialized institutions in the housing finance system 
attracting voluntary savaings for housing, they are raising only a fraction of 
the resources necessary to finance housing investment. This is the result of 
several complex factors including the fact that the majority of housing 
investment in Honduras has not come from voluntary domestic savings but from 
four alternate sources whajch are independent of the housing finance system: a) 



mandatory contributions to the three publ ic pension funds and the social 
security system; b) external resources in the form of grants and loans to 
various housing finance institutions from international donors; c) central 
government budgetary allocations to INVA; and d) central government borrowing 
through bond issues. The overall effect of this phenomenon is that the formal 
housing finance system simply acts as a conduit to channel external resources 
or resources from elsewhere in the economy into housing investment. 

The dominant constraint faced by private housing finance institutions is a 
lack of long-term domestic savings to match long-term mortgages. The three 
public employee pension funds are currently generating large annual cash 
surpluses which could be offered to the S+Ls and housing-related NGOs on a 
competitive basis. However, the pens ion funds have chosen to develop housing 
projects themselves, sell finished housing to their members, and finance 
mortgages at below market rates which serve as a means of increasing their 
members' overall compensation. 

Besides this preference for subsidizing their members, the pension funds and 
other cash rich institutions such as the insurance companies cite repayment 
risk as a reason for not lending surplus funds. Loan delinquencies have 
traditionally been a problem in Honduras and the foreclosure process is 
cumbersome and lengthy. A 1988 study of the country's credit pol icy revealed 
that various commercial banks faced serious problems associated with loan 
recovery. In some instances nonrecoverable loans exceeded the banks' combined 
capital and reserves.' The publ ic sector's experience with long-term mortgage 
lending also contributes to the repayment risk perception. At the end of 
1987, del inquencies amounted to nearly 70 percent of INVA' s loan portfol io. 
Although the level of delinquencies has improved in recent years, this 
percept ion sti 1 1  persists. Not surprisingly, the pension funds and insurance 
companies have expressed an unwi 1 1  ingness to invest in mortgage-backed 
securities. 

There is a reluctance on the part of these ifistitutions and other holders of 
wealth to invest their long-term savings in the housing sector for additional 
reasons as wei 1. Since mortgages are issued at fixed interest rates and, 
except for FOVI discounting, must be financed by short-term deposits, lenders 
assume all risk of future inflation, future interest rate escalation, and 
future devaluatbn, in addition to 1 iquidity risk if political andlor economic 
events force savers to withdraw their deposits from housing finance 
institutions. Given the actual or perceived possibility that these events 
will take place in the near- to medium-term, the pension funds, insurance 
companies and other wealth holders naturally prefer to invest their surplus 
funds in short-term government bonds paid at pay on demand. 

'Ifebb, c t  a l . ,  Credit Pol icy i n  Honduras in  the Context of n a c r a c o m l c  Constraints (Report to 
USAID/Honduras, thy 1988). 



3.1.4 Prhrate Sector Preference for New Shetter Constnrction 
Versus Home Improvement Loans 

Of the L28.5 millim in mortgages presented by the S+Ls for FOVI discounting 
under the Urban Poor I 1  Program, 98.1 percent represented mortgages for new 
shelter solutions, and the remainder were for home improvement loans. Given 
the fact that Honduras' six S+Ls belong to vertically integrated financial 
consortia consisting of commercial banks and developers, the consortia were 
eager participants in the Urban Poor I I Program. They naturally viewed this 
as an opportunity to maximize prof it and minimize risk without having to use 
their own resources. The developers were eager to develop housing projects, 
construction financing was available from the consortias' commercial bank 
members and the S+Ls had access to a 100 percent rediscounting faci 1 ity for 
long-term mortgages. As a result, housing production was emphasized at the 
expense of home improvement loans which would have 1 imited the consortia 
members' overall participation. 

Repayment risk (cost recovery) also influences the S+Lsl investment decisions. 
According to S+L management, the major risk is that associated with 
unemployment. The S+Ls fear that individuals who become unemployed wi 1 1  fai 1 
to make mortgage payments yet occupy the house for several years while the 
cumbersome foreclosure process takes its course. As a result, the S+Ls1 
preferred cl ientele are higher income borrowers who have inherently more 
stable employment. 

Given AID'S 1 imitation on the family incomes of those eligible for the Urban 
Poor 1 1  Program, the S+Ls responded by producing and financing housing which 
conformed to the upper limits of cost imposed by the Implementation Agreement. 
For Tegucigalpa, a house selling for L21,014 is considered by AID to be 
affordable for those with incomes at or below the 50th income percentile. The 
comparable figure for San Pedro Sula is L15,553. Table 6 illustrates that the 
selling prices of the majority of new houses produced and financed by the S+Ls 
in Tegucigalpa a,~d San Pedro Sula were L21,000 and L12,900, respectively. 

An advertisement by one of the participating StLs clearly indicates that 
higher income borrowers were the target participants in the program (Annex G). 
Beneficiary income data provided by FOVI and presented in Table 7 indicates 
that the S+Ls, the NGOs, and INVA sold 750 houses whose mortgages were 
discounted by FOVI to families earning more than L900. This corresponds to 
28.8 percent of all families receiving mortgages credits under the programs. 
AID established upper income limits which were set forth in the Implementation 
Agreement as L938 for Tegucigalpa and L698 for San Pedro Sula. These income 
limits were later raised by AID to L993 and L734 for Tegucigalpa and San Pedro 
Sula, respectively. 

FEHCOVIL, one of the NGOs participating in the Urban Poor I I Program, has long 
been active in Honduras ' she1 ter sector. Traditional ly involved in housing 
production, it too showed a preference for new housing production over home 
improvement loans (Table 1). 



3.1.5 Ability of Non Governmental Organiurtlons to 
Reach Lower Income Group 

The creation of FOVI in 1986 provided the Honduran housing finance system with 
a needed rediscount faci 1 ity which had been absent since the demise of FINAVI. 

. For the vast population of lower income fami 1 ies, however, the creation of 
FOVI did not iead to an improvement in shelter conditions since the majority 
of these fami 1 ies di d  not have access to formal financing for new construction 
and home improvement. 

It is important to note that Honduras has a strong NGO community, great in 
numbers, diverse in fccus, satisfactory in effectiveness. NGOs are a resource 
that traditionally has been able to tap the capacity of the otherwise 
unrleached informal sector. It is in this context that NGO's have been viewed 
as potential promoters of housing for low-income fami 1 ies. 

Until recently, eligible participants in FOVI's rediscounting program included 
the S+Ls, the commercial banks, FEHCO,VIL, and INVA. AID'S pol icy discussions 
with FOVI prompted a major operational change within that institution which 
has led to the opening of the discount facility to four additional NGOs 
dealing with the informal shelter sector. These include Centro San Juan Bosco 
operating in Tela, Asociacion San Jose Obrero which carries out its activities 
in the Choluteca area, the Asociacion de Promocion Humana (AP2HU) operating 
throughout the country, and the nat ion-wide Honduran Federation of Credit 
Union Associations (FACACH). 

The diversity of these newly eligible NGOs will enable them to respond to the 
mu 1 t idimensional nature of informal sector households through appropriately 
designed she1 ter programs including new construct ion, home improvements, and 
urbanized lots. Moreover, they operate in low-income comnuni ties where formal 
financial institut,ions do not and are general ly viewed as advocates of the 
people with whom they work; indeed, informal sector households are 
traditional ly reluctant to become involved in formal matters financial credit. 
A1 though these NGOs have now been 1 inked to the formal sector and as such can 
now serve as a bridge to the informal sector, barriers nevertheless remain 
within the formal financial system that make it difficult for the NGOs to 
reach lower income families. Foremst among these barriers is FOVI's 
insistence on mortgages as loan guarantees. 

Based on the experience of Honduras' NGOs involved in the shelter sector, it 
appears that the most effective strategy for reaching lower income groups is 
with small home improvement loans. This was proven to be the case in 
Tegucigalpa where empirical research demonstrated the cost effectiveness of 
self -help construction aided by home improvement loans relative to investment 
in finished h o ~ s i n g . ~  Nevertheless, NGO representatives indicate that most 
potential borrowers are resistent to mortgaging their entire home as 
collateral in order to receive a small upgrading loan. 

' ~ e r l e ~ ,  e t  a l . ,  Investlaacion sobre l a  Vlvienda Proqresiva en Honduras y Costa Rlca, (Report to 
RHUWKA, August 1985). 
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In an attempt to alleviate the shelter needs of lower income fami 1 ies, NGOs 
have been flexible in accepting a1 ternat ive guarantees for home improvement 
loans. However, FOVI-eligible NGOs will not be able to refinance their home 
improvement loans because they cannot ?resent mortgages as loan guarantees. 
This poses major liquidity problems for these NGOs since their loan portfolios 
consist primarily of home improvement loans. Without modifying its policies, 
FOVI1s recognition of NGOs as eligible participants in its rediscounting 
program will not bring about any appreciable change in the shelter status of 
low-income households. Nevertheless, the introduction of alternative 
guarantees into the FOVI program could subject FOVI ' s portfol io to unnecessary 
risk and thus threaten its soundness and public image. 

3.1.6 Land Tenure and Its Rdatlonship to Mortgage Credtt 

Problems associated with insecure land tenure in Honduras' cities have 
important implications in terms of a family's ability to access formal 
financing for new construction or home improvement. A forthcoming study of 
land tenure conducted by the Cooperative Housing Foundat ion indicates that 
famil ies in upwards of 175 barrios in and around Tegucigalpa either do not 
have secure tenure or i 1 legally occupy their individual plots of land. 

Lower income fami 1 ies general ly cannot afford to purchase land with secure 
tenure so land is acquired in one of three ways: the purchase of plots 
situated on "dominio pleno", that is, land for which there is clear title but 
which has been illegally subdivided by landowners and sold to lower income 
households; i 1 legal ly occupying "dominio pleno" land; or the i 1 legal occupancy 
of "ejido" or municipal land. In any of these cases, the households involved 
will not be granted a clear title to "their" land as required by formal 
financial institutions for mortgage credit and which is a prerequisite for 
participation in the FOVI rediscounting program. 

3 9 .  Urban Development 

This evaluation occurred several weeks after a nationwide election and only 
three weeks after local officials had been in off ice approximately three 
weeks. The effectiveness of  the transition from defeated officials to newly 
elected ones was mixed. Some new officials were quite knowledgeable about the 
Urban Poor I1 Program while other were not we1 1 informed. In the case of San 
Pedro Sula and La Ceiba, an effective information exchange apparently took 
place; the n w  municipal officials were well versed about the project. 

Evaluation findings related to the urban development component are presented 
below in individual case studies. Dramatic differences exist among the seven 
participating municipalities -- in size, economy, capacity, and private sector 
interests. The analysis of each municipal ity considers the Program's 
successes, failures, and constraints. Effectiveness is judged in terms of 
impacts on beneficiaries and pol icy changes, as we1 1 as important measureables 
of project execution and cost recovery. 



35.1 Munidpal Gov~mmemt Capacity in Primary Cttfea 

Although the Municipal ity of Tegucigalpa has benefited from several Urban Poor 
I I projects , the movement towards effective urban development has been s low, 
resulting in a continuing reduction in AID allocation for the Municipality. 
During 1988, Tegucigalpa and San Pedro Sula negotiated with the Ministry of 
Finance and AID for the formation of a $10 million common fund for urban 
development projects in both cities. New disbursements were to be made on a 
"first come, first served" basis to those Mun-icipalities that could present 
sound projects for the development oaf urban infrastructure. 

From 1987 into 1988, the Municipality of Tegucigalpa was only able to allocate 
approximately $3.3 nillon of their allocated $5 million. The Municipality 
proposed 15 projects of which only eight were implemented. Problems reflected 
the fact that some Tegucigalpa communities, such as Colonia San Martin, were 
too poor to be able to afford the projects; their incomes were too far below 
the median to be able to repay their share of project costs. Other 
Tegucigalpa communities, such as Santa Fe, Torocagua, Chile, and San 
Cristobal, had originally sought urban infrastructure projects, but cost 
estimates showed the projects too expensive. In addition, certain Tegucigalpa 
communities such as La Esperanza, San Juan de Dios, and Ruta Divanna, 
presented problems of land tenency. 

The constraints that the Municipality of Tegucigalpa faces in delivering urban 
infrastructure to its low-income population can be summarized as fol lows: 

1. Topography. A large percentage of the low-income communities are located 
on land with slopes up to 19 percent and on rock soils. Both facts have made 
urban infrastructure projects physically difficult and quite expensive to 
implement. In Barrio Los Indios, for example, engineers suggest that these 
constraints delayed project completion and resulted in cost overruns. 

2. Potable water provision. SANAA is the water and sewerage authority with 
jurisdiction in almost a1 1 Municipalities in Honduras. Coordination between 
the Municipalities and SANAA has been problematic. Without control over these 
basic services, it is difficult for a Municipality such as Tegucigalpa to plan 
and provide for urban growth. The lack of potable water has become a serious 
barrier to urban development in Tegucigalpa where, according to the 
Implementation Unit, 45 percent of households are without potable water. 
Presently SANAA is working on an emergency plan for temporarily increasing the 
water supply; however, considerable increases in water supply are not expected 
until the Rio  Grande dam becomes operational in the mid-1990s. 

3. Land tenure. The urban area in Tegucigalpa is over 200 km2 of which 
nearly 40 percent is located on "ejidos" (designated pub1 ic agriculture land 
now in urban areas) inhabited by individuals under the terms of "dominio 
uti 1". This form of land tenancy causes serious problems in planning for 
infrastructure upgrading. San Juan de Dios, for example, was a project for 
which the municipality could not secure funding because the community was 
unable to purchase land from those living on it; the available titles only 



showed that the lands were "ejidos". A prerequisite for urban development 
projects financed by AID is that the beneficiaries possess a clear land title, 
be it in "dominio uti 1" or "dominio pleno". The Municipality can only recover 
the lands throu h Isgal mean? by proving that such lands are no loncer 
available for 'a' ricu' hral purposes. This 1 itigation process is difficult and 
time consuming. 

E 
4. Administrative capacity. The Municipal ity of Tegucigalpa is considered 
the most pol it icized Municipal i ty in Honduras. Pol it ical appointments and 
other questionable pub1 ic service practices have resu 1 ted in an unwarranted 
increase in the number of municipal employees, now numbering over 3,000. 
Resources have been redirected from development programs to augment ease the 
payroll and overhead costs. An indirect consequence o f  local politics has 
been the Municipality's inability to provide a strong sense of community 
involvement in the city. As a result, there is limited participation of 
community based organizations and the private sector in projects promoted by 
the Municipality. 

An Implementation Unit was created in 1981 to strengthen the urban development 
programs in Tegucigalpa. Presently 70 percent of the programs implemented by 
the Unit are financed under the Urban Poor 11 Program while the remaining 30 
percent are financed by other bilateral and multilateral agencies and by the 
Municipality itself. The Implementation Unit has a total of 68 employees, of 
which 28 are technical staff and the remainder administrative. 

Under the Urban Poor I1 Program, the Municipality of Tegucigalpa has 
undertaken the execution of eight projects intended to benefit nearly 12,000 
people. Sewerage projects were implemented in the communities of La Pradera 
11, El Rincon, and La Trinidad, while pavement projects were implemented in 
the communities of Lempira, Bella Vista, El Calvario, Los Prafesores, Las 
Mercedes I I I, and Los Indios. 

To date, 75 percent of these projects have been completed. Delays and 
increases in costs have occurred due mainly to changes in the original design. 
For example, after initiating certain paving projects, contractors found that 
existing water and sewerage systems were in such a state of disrepair that 
they needed rep lacement. 

Urban Poor I1 has contributed L5,579,593 to these projects. These funds have 
been matched by Llt341,039 from the Municipality. Cost recovery efforts are 
undertaken as soon as projects are initiated, and as of December 1989, the 
Municipal i ty has recuperated L434,277 or approximately eight percent of costs. 

Cost recovery appears to be a function of income levels and public promotion 
efforts. For example, 40 percent of costs have been recovered in Barrio 
Lempira, a community with a relatively good standard of living, while only 
four percent have been recovered in El Calvario, a community with a very low- 
income level. The Implementat ion Unit observed that cost recovery increased 
more than ten percent when neighborhood promotion campaigns were carried out. 
Cost recovery has commenced without problems in Los Indios in spite of the 
fact that the project is presently encountering lengthy delays. 



Las Msrcedee, Tegucigalpa 

In terms of project impact, one of the most positive accomplishments of Urban 
Poor I1 has been the formation of new community based groups. In Las Mercedes 
I I I, the leader of the local "patronato" (neighborhood organization) sees 
strong evidence that community groups are interested and capable of generating 
urban infrastructure projects. There is widespread interest in creating new 
"patronatos" and neighborhood committees. The Municipal i ty has received many 
requests from different groups which have decided to organize themselves in 
pursuit of urban upgrading projects. 

Despite some accompl ishments under the Urban Poor I I Program, Tegucigalpa 
still suffers from a limited capacity to plan and provide needed urban 
services. The loss of project funds from Urban Poor I1 (real located to San 
Pedro Su la) has not resulted in any noticeable improvements in the 
Munici pa 1 i ty ' s manageria 1 and technical capacity. 

32.19 San Pedro Sula 

San Pedro Sula is an industrial city and the center of economic power in 
Honduras. Over 50 percent O F  the total industrial production of Honduras is 
concentrated in San Pedro Sula. 

The Municipality of San Pedro Sula is the only municipality in Honduras in 
which a traditional municipal government still retains effective control over 



urban services. Unti 1 SANAA was created, almost a1 1 municipal it ies had .. 
_. control over the provision of potable water. Of the seven participating 

municipalities, only San Pedro Sula has managed to retain this control through 
the Division Municipal de Aguas (DIM). By retaining such control the 
Municipality of San Pedro Sulz 5as eliminated many of the difficulties 
associated with inter-institutional relationships experienced by other 
municipalities. 

The Municipal i ty of San Pedro Sula has been general ly successful implementing 
the Urban Poor I 1  Program. Indeed, it has been ablz to secure and util ize 
funds beyond its original a1 location under the Program. The amount a1 located 
by the Urban Poor I 1  Program for basic infrastructure projects in Honduras was 
$20 mi 1 1  ion of which $5 mi 1 1  ion was identified for San Pedro Sula, $5 mil lion 
for Tegucigalpa, and $10 mi 1 lion for other secondary cities with pcpulations 
in excess of 10,000. Since the Mcnicipal ities of the secondary cities were 
slow in implementing their urban development programs, the Municipality of San 
Pedro Sula negotiated with the Ministry of Finance and AID for the transfer of k 
additional funds to San Pedro Sula. The Municipality planned 19 additional - 
projects, requested financial assistance for the implementation of an urban 
study, and initiated the construction of 5,000 sites and services plots. As a a 

result, the Municipality of San Pedro Sula received an additional $5 million 
from the funds originally designated for secondary cities, and $1.7 mil lion 
from funds originally designated for the Municipality of Tegucigalpa. 

Though the reassignment of funds represents a significant change from the 
original allocation of funds, it also reflects a flexibility in the original 
project design. The successful experience of San Pedro Sula appears to 
justify the transfer of funds from other more needy areas to San Pedro Sula. 

The disbursement of this additional $5 million was subject to the adoption of 
key pol icy and institutional changes oriented toward the improvement and 
sustainability of the urban development system in San Pedro Sula. Policies 
have focused on land use controls, the mobilization of resources; land tenure; 
and reduction of the public sector role and increased private sector and 
participation. 

In reviewing the many projects implemented by San Pedro Sula it is clear that 
the Municipality has moved and continues to move toward the adoption of sound 
urban and financial policies. This has been possible primarily because San 
Pedro Sula has a strong and sound municipal gavernment which is reasonably 
capable of managing its human and financial resources, as well as its 
admini strat ive bureaucracy. Simi lar changes in pol icy and programs may find 
1 imi ted rep1 icabi 1 ity in other municipal ities of Honduras which are generally 
weak and, heavily dependent on the central government. In order to replicate 
San Pedro Sula's success in other cities, thelr capabilities, levels of 
resources, and self-reliance must be strengthened. - 

The two projects implemented by the Municipality of San Pedro Sula -- Calpules 
and La Metropolitana, described below -- reflect its creativity in developing 
new policies to imprave the execution of specific projects. 



a) Calpules. One of the more interesting experiences of Urban Poor I1 is the 
project of Calpules. Initiated in 1987 with financial assistance from AID and 
the Municipality, the final phase of this project included the deve!apment of 
serviced lots to relocate 3,200 low-income families from adjacent sitts on San 
Pedro Sula's major river systems (lands rcedcd for future development in the 
public interest) to Calpules. The Municipality is responsible for providing 
streets in the project and DIMA is responsible for providing potable water and 
sewerage systems. At present, the project has 1,830 lots of about 123 square 
meters each. 

The private sector plays an important role in Calpules. Land being used for 
relocat ion is privately owned. Through a series of incentives and value-added 
improvements, the owners agreed to sell 60 percent of the land under municipal 
guidelines to targeted beneficiaries. The remaining 40 percent of the land 
can be privately negotiated by the owners at market values. i 

Traditionally the private sector has been reluctant to participate in urban 
projects for low-income families due to the risks involved, low profit 
potential, and cost recovery problems. In Calpu lest however, these factors 
have been minimized: the Municipal i ty guarantees 60 percent of the purchasers. 
The potential new owners foresee for the first time a real opportunity to 
acquire land with a clear title, while allowing for commercialization of the 
other 40 percent of the land by the original land-owners. The reduction of 
the plots from standard sizes has also facilitated the increased 
commercial ization of the land. In terms of cost recovery the new 
beneficiaries receive a single bill which includes payments to the 
Municipality and to the original landowners. If a household fails to pay, 
DIMA wi 1 1  temporarily suspend water service to the individual plot. 

Calpu les has improved progressively thrwghout the 1 ife of the project. 
Housing is being upgraded from shelters made of plastic and industrial waste, 
to units built with permanent materials such as block cement and zinc roofing. 

This project presents clear evidence that when families are provided with land 
tenure and basic services, they have the interest and apply their limited 
resourbces to dramatic home and neighborhood improvements. 

The success of this project must be understood in the context of several in- 
kind contributions that are integrated into the project. DIMA designed tho 
project, opened streets, developed the plots, and acted as the financial 
intermediary which allowed for a reduction of site construction costs, 
interest on loans, and col lect ion fees for project beneficiaries. The actual 
physical transfer of families to Calpules utilized trucks in which the 
inhabitants carried their personal belongings as well as construction 
materials used at their former sites; this contribution is an important 
ingredient of the project. These contributions make the project much more 
acceptable to the beneficiaries and must be taken into account for any 
rep1 ication. 





b) La Wetropolitana StL. A disbursement of $5 mil lion from the Urban Poor I1 =I 

program to San Pedro Sula was subject to the adoption of policies encouraging 
private sector efforts to increase shelter and urban infrastructure in low- 
income settlements. The Municipal i ty involved commercial banks and other 
private financial institutions in a competitive bidding procqss and the 
Municipality dgreed to deposit $5 million with the winning institut;m who 
would then provide an equivalent sun for urban development. The award was to 
go to an organization which would lend money at the lowest rate while 
providing the best match of funds to the Municipality's commitment. 

La Metropol itana S+L won the competition. For each do1 lar deposited by the 
Municipality, La Metropol itana agreed to provide $1.03 while allowing 
beneficiaries to receive loans at a 14.5 percent rate of interest. 

La Metropolitana S+L understands that its major challenge is to establish an 
effective mechanism to recover costs since it wi 1 1  have a large number of 
small accounts to administer. 

As discussed earlier, private financial' institutions have hesitated to 
participate in urban development projects for low-income families because of 
the risks and low rates of return. For traditional projects, municipalities 
have standards which regulate the size of the lots, streets, green areas, and 
front and side setbacks. Under these land use and zoning regulations, between 
40 and 50 percent of the land remains for commercialization. In this case, 
the Municipality granted special conditions and reduced standards to allow La 
Metropol itana to commercial ize approximately 70 percent of the urban site. To 
ease the process, the Municipal ity of San Pedro Sula has developed a system to 
el iminate unnecessary delays. The different steps for project approval are 
depicted graphically in Annex H. 

At the time of this evaluation, final steps were being taken to deposit the 
first funds with La Metropolitana. The success or failure of this model will 
have an impact on the delivery of new she1 ter for low-income fami 1 ies 
throughout Honduras and el sewhere. Private financial inst i tilt ions are not 
presently playing a role in the production of low-income housing in spite of 
tremendous need for such housing, estimated at about 5,000 to 6,000 units per 
year in San Pedro Sula. If reasonable profits can be realized from this 
effort, the strategies utilized in San Pedro Sula for a more active 
participation between the private financial sector and the pub1 ic sector 
should be introduced and promoted in other municipalities that are receptive, 
such as La Ceiba, and to a lesser degree Siguatepeque. 

325 Munldpal Govmrnent Capacity In Secondary Cltle8 

Local municipalities' loss of control to central government is most evident in 
secondary cities. Autonomous central i zed parastatals, such as 'ENEE, HONDUTEL 
and SANAA, are providing nearly all basic services to secondary cities, 
leaving only waste disposal management, markets, slaughterhouses, etc. to 
local government. At present, Honduran municipal it ies are weak institutions 
which administer limited resources and have few means to generate their own 
revenues. 



The following section describes the performance of the Urban Poor I I Program 
in secondary cities. The five cities participating in the program were 
selected based on a high degree of potential and interest in developing urban 
infrastructure projects. 

La Ceiba is the third largest city in Honduras in terms of population and 
economic activity. The present population of'La Ceiba is estimated at almost 
70,000, with an annual rate of population increase of over four percent. Its 
present economy has been heavily influenced by the actions of the Standard 
Fruit Company. Between 1982 and 1984 the company reduced its labor force 
dramat ical ly causing an recession, which in turn triggered migration to other 
urban centers leaving a disorganized pattern of urban development. 

Among secondary cities, La Ceiba is the only Honduran city clearly progressing 
toward the adoption of pol icies leading to an expansion of ecorioaic and urban 
development. In response to an AID initiative to increase cooperat ion between 
municipalities and the private sector, La Ceiba signed an agreement with the 
local Chamber of Commerce to create an Implementation Unit for Urban 
Development. The main objective of this Unit is to define new policies and 
strategies in order to promote the orderly development of the city for' the 
next five years. 

This joint public/private effort is a unique formula to improve the local 
economy whi le prornot ing urban expansion and development. A1 though she Unit 
has hired only two people -- an architect specializing in urban plan,;ing and a 
secretary -- it has been able to secure external funds to support its work. 
The technical assistance portion of the Urban Poor I1 Program is funding a 
study on urban and economic development in La Ceiba. The study seeks to 
develop pol icies to strengthen the capacity of development institutions, to 
prepare a legal framework to support economic and urban development, to 
prepare urban plans for areas with high rates of growth, and to consolidate 
urban areas in order to facilitate the provision of urban infrastructure. 

The Implementation Unit for Urban Development is housed in the local Chamber 
of Comnerce which pays the staff salaries. However, the formal inter- 
departmental relationship between this Unit and the Implementation Unit of the 
La Ceiba Municipality is not clearly identified. The situation provides the 
opportunity for the Municipality to take the initial steps toward combining 
the two units into one municipal planning office. 

The Implementation Unit of the Municipality has a staff of four -- an 
engineer, an administrator, a promotor, and a secretary -- functioning in a 
we1 1 equipped off ice. Their responsibi 1 i ty includes two sewerage projects 
which are to benefit more than 7,000 people. Construction work was initiated 
in the communities of La Isla, La Julia, La Gloria, and La Barra in February 
1989 with a construction schedule of seven months. Original costs which were 
estimated at L700,OOO will finally reach 1886,307. Increases in cost and 
delays were due primarily to modifications in the original design, and delays 



- 
- -. in the acquisition of construction materials. Although these projects were 

off icia 1 ly completed in November 1989, they have not become ful ly operational 
because the construction of a sanitary collector is not scheduled for 
completion until June 1990. SANAA is implementing the off-site works financed 
by the Employment Generat ion Project. Technical differences between these 
institutions has been difficult and complex resulting in project delays. 

Infrastructun line. La Ceibr 

The La Ceiba Municipal Implementation Unit expressed serious concern with 
these delays since the municipalities must absorb the consequent extra 
expenses. At this writing, the Municipality has been able to recover about 
L100,OOO for the project. 

At present, a second group of projects is being implemented in the communities 
of Alvarado, Zelaya and Bella Vista. Projects were started in November 1989 
and are expected to be completed by June 1990 and are being executed very 
efficiently. Construction work is progressing so rapidly that it is estimated 
that the schedule for these projects will be reduced to six months. As 
projects move toward completion, the issue of infrastructure maintenance 
arises. There is no evidence to suggest that the municipal ity is preparing 
both financial and physical plans to ensure the continued operation of the 
sys tems . 



3.322 Tela 

The United Fruit Com~any arrived in Tela in 1953. 
a ~ d  economic develo~meni were heavilv de~endent a 

For many years employment 
In agricultural exports. In 

1985 the United ~ r u \ t  Company ceased-0pe;ations in Tela resulting in a major 
negative impact on its economy. 

One of Telats sources of economic growth is tourism, but its expansion is 
constrained by the lack of urban infrastructure. The sewerage system of Tela 
is one of the worst systems in Honuuras; it is largely inadequate and 
generating serious environmental problems and hazards. The sewerage system 
contaminates sea waters adjacent to Vi 1 las Telamar, the most important tourist 
resource in the region. 

The implementation of the urban development project in Tela is expected to 
decrease environmental contamination by 70 percent. The project will benefit 
over 6,700 people northeast of Tela in the communities of Terencio Sierra, 
Lempira, Highland Creek, Suyapa, Morazan, and Buenos Aires, at a cost of L1.5 
mi 1 1  ion. The Municipality is providing L139,237, and the Employment Generation 
Project is providing L1.1 million. 

The Implementation Unit of Tela is staffed by an engineer, an accountant, and 
a secretary in an office with limited equipment with which to operate 
effectively. 

The project has experienced substantial delays and only 18 percent of its 
intended outputs have been completed. Delays have been caused by heavy rains, 
a lack of labor available at the prices stipulated by the project (minimum 
rates), and the cost of construction materials which increased significantly 
during a particular four month period (e.g., by 24 percent, 7 percent, and 9 
percent). Delays are a1 so the resu 1 t of techn ica 1 disagreements regarding the 
design of the collection and discharge of the sewerage system. The system 
that wi s submitted for financing under the Urban Poor I 1  Program in August 
1989 did not include a design for off site infrastructure. 

Employment Generation Project personnel have suggested that the coordination 
of projects which receive funding from more than one source is very weak. 
They be1 ieve that the lack of coordination experienced during the project 
affects cost recovery and results in losses to sponsoring institutions, 
municipalities, and beneficiaries. In addition, the target population of the 
Tela project financed under Urban Poor I1 was reduced from the originally 
planned 1,176 beneficiaries to now only 700 or less, because of cost 
increases. At this writing, most implementat ion problems have been resolved; 
completion is expected by November 1990. 

The fact that the Urban Poor I1 Program has utilized funds from other sources 
not contemplated in the original project design has had a positive impact. 
AID'S abi 1 i t y  to a1 locate resources for urban infrastructure projects has 
increased the leverage of Urban Poor I1 by expanding available funding. In 
addition, the EPG' s preconditions for the use of labor intensive techniques 
and for the purchase of materials from local industries, has generated direct 
employment in those comnunities which are participating in the project. 



larrio Lempira in Tela will benefit from sewerage system. 

322.3 Comayagua 

Comayagua is located in a fertile agricultural val ley and has been the 
country's major vegetable producer for the past 25 years. Its present 
population is about 61,000 with a rate of population growth at 6.5 percent. 
Its economic activity has been greatly influenced by a cement plant which has 
also provided for we1 1 paved streets in Comayagua. Sewerage and potable water 
systems are a problem in Comayagua; 30 percent of households are without 
potable water and 65 percent are without sewerage disposal services. 

Under the Urban Poor I1 Program, urban infrastructure projects were 
implemented in two neighborhoods in Comayagua. The first project, a sewerage 
system, was completed at Santa Lucia at a cost of L357,635. It was completed 
according to the original schedu le in December 1989 and benefited nearly 1,000 
peop 1 e . 
A sewerage system with a collector was constructed i n  the community of San 
Francisco at a total cost of L476,OOO. The project was completed in December 
1989 with only a month delay attributable to the administrative process which 
took place prior to project startup. Construction companies are required to 
deposit a security fund that guarantees that the project wi 1 1  be executed on 
time. In this case, the selected construction firm was unable to meet this 
requirement in a timely manner. 



The San Francisco community presents an interesting contrast to most other 
communities visited during this evaluation. Based on neighborhood 
observations, it appears that the standard of living in San Francisco is above 
the level required to qualify for low-income projects. The construction of 
many new houses by upper income fami 1 ies is evident. (Simi lar situations were 
observed in Lempira in Tegucigalpa and in most projects in La Ceiba.) 

This situation is of concern because, as indicated in the table below, the 
income of about 42 percent of the households in San Francisco is above the 
established median income levels (33 percent in Santa Lucia), although average 
incomes remain below the established level. With about 22 percent of the San 
Francisco plots vacant, and urban services not provided in traditional ly 
higher income neighborhoods, San Francisco is attracting a higher income 
group. 

- 

Sewerage md water system on street in Barrio Santa Lucia, Cornayagur. 

According to AID affordability and eligibility criteria for beneficiaries, 
project costs are to be kept at a level that a1 lows benefits to be affordable 
to fami 1 ies whose monthly incomes are below the median monthly income for the 
area in which the project i s  located. The applicable median monthly income 
for secondary cities is L496. 



Monthly Hedian Income Levels in Two Comayagua Neighborhoods 
Percent of Households 

One impact of Urban Poor I1 in secondary cities has been the improved capacity 
of the implementation units to design urban projects to be implemented in the 
future. This has been observed specif ical ly in Tela, Siguatepeque, and 
Comayagua. At present, the Implementation Unit of Comayagua has designed ten 
infrastructure projects that await external funding for construction. 

INCOMES ( lempiras) 

100-199 

The Comayagua Implementation Unit is adequately equipped with a staff composed 
of an engineer, a social promotor, an administrator, and a secretary. Cost 
recovery is carried out on an individual basis and payments are designed 
according to the abi 1 ity of the beneficiaries to pay. Total cost recovery at 
the time of the evaluation is estimated at six percent. 

Siguatepeque i s  the second largest city in the Department of Comayagua. 
Recently, Siguatepeque has experienced an increase in economic growth due to 
the development of the central corridor of the region. The current population 
of about 40,000 i s  growing at an annual rate o f  5.7 percent. Siguatepeque is -- 
the smallest of the five secondary cities in the project. 

percent 
San Francisco 

2 

percent 
Santa Lucia 

11 



The potable water system of Siguatepeque is obsolete. In addition, the 
sewerage system covers a very limited part of the city and lacks an adequate 
water treatment plant. Sewage discharges directly into the Wique river 
causing serin~ls contamination. New infrastructure programs are of crucial 
importance to the future development of ~iguatepeque. - 

Contaminated Rlo Zelan in Barrio San Juan, Siguatepeque, will be improved by new collector system. 

The Municipal ity of Siguatepeque is quite interested in col laborating with 
private voluntary organizations. The Municipality believes that public- 
private partnerships represent a significant resource. For example, the 
community of San Juan promoted represent the self-help construction of a 
sewerage system with funds collected from the community plus technical 
assistance from the local Engineering Battalion and other voluntary groups. 

Perhaps because of this strong sense of community organization, the 
Municipality of Siguatepeque has been able to manage its projects relatively 
well with only limited resources. The Implementation Unit of Siguatepeque has 
a staff of four: an engineer, an administrator, a social promotor, and a 
secretary. They have no permanent off ice space in the municipal building and 
they have very 1 ittle requisite equipment, A t  the same time, the staff does 
not want to increase project expenditures by acquiring furniture and 
equ i pmen t . 



In spite of UCAT's efforts on the Work Plan, training, and project promotion, 
the Implementation Unit of Siguatepeque has had strong disagreements with UCAT 
which have resulted in a disruption of communication between them, The 
Implementation Unit asserts that UCAT interferes in the internal affairs of 
the Municipality. Tk2y believe that the technical assistance provided by UCAT 
does not help, and on the contrary, creates problems difficult to correct. 
Indeed, they believe that project execution improved "as soon as they stopped 
listening to UCATn. 

The Municipality's Implementation Unit has managed three projects. The first 
project benefited about 4,500 people in the communities of El Carmen and 
Suyapa at a cost of L1.8 mil lion. The second project is concerned with the 
installation of a sub-collector at Wique river at a cost of L165,OOO. The 
schedule of both projects was one year. Construction was initiated in 
February 1987 and was nearly finished by February 1990. The third project is 
a sub-collector at Celan river, with a cost of L340,OOO. This project is 
funded by the Employment Generation Project. 

The Implementation Unit has initiated cost recovery programs. It has 
developed a program which includes meetings with the beneficiaries at the 
"patronato", repeated visits of the promotor, and advertisements informing of 
different payment methods. Pa,mnts made on a voluntary basis receivz a 
discount. Presently 700 people have begun to pay; L1,000 have been collected 
from voluntary payments, and L120,OOO collected after official collections 
were started. 

Choluteca has a population of 54,481 and an economic base dependent on 
1 ivestock. Choluteca h3s one of the highest percentages of paved roads in 
Honduras. But as in Comayagua, although city roads are paved, the city is 
without adequate sewage disposal and potable water systems. It is estimated 
that 51 percent of the population lack any sewerage and water infrastructure; 
4 percent use septic tanks; and 12 percent use latrines. 

Choluteca suffers from serious environmental contamination. The old sewerage 
system broke down a few years ago and has since created a lake of sewage at 
the community of La Corbeta. Settlements are located less than 20 meters from 
the discharge area. This situation has also severely affected the cornunities 
of Buenos Aires and Pedro Dilaz. 

The sewerage project, planned to benefit 6,000 people under Urban Poor 11, is 
not being implemented. Chol~rteca does not have an operating Implementation 
Unit and the new Mayor is uninformed about the project. 

The project design has changed several times. Delays have been caused by the 
need to construct large off - s  ite infrastructure. Choluteca is to receive 
funds from the EPG correct the problem at La Corbeta and to provide discharge 
systems for new projects. The Employment Generation Project staff asserts 
that delays have been caused by changes in design criteria made by the 
engineering consultants. Budgets indicated that construct ion costs were 



L250,000, then L900,000, and now L2.5 mi l l  ion. Apparently the problem with 
the consulting firm was that early designs covered only segments of the 
project without any solution to the discharge of waste at La Corbeta. A later 
plan included the design af a sewerage system based on a 20 year master plan 
which the Municipality of Choluteca has prepared for external funding. 

I 
ContMIlnrtlon from broken uwlDnge w a r n  In IA Corbata, Cholutm. 

The EGP has only partial funding for the project, lacking L1.7 million to 
finance the full project. AID recognizes the importance of this project and 
is reviewing options for eliminating the high levels of contamination that are 
presently affecting Choluteca. 

Project irnplementat ion in Choluteca has been constrained by three problems: a) 
the share of off -si te infrastructure that benefits the target neighborhood was 
not budgeted; b) coordination between the Urban Poor I1 Program and the EGP 
was weak. The use of external funds from other sources is a sound way for AID 



to increase the leverage of Urban Poor 11, but since funding is apparently 
outside of AID control, inter-institutional coordination must be carefully 
planned; and c) engineering firms, under contract and managed by the 
municipality, produced designs based on different criteria. This issue is of 
particular importance when communities have problems of health, sanitation, 
and environmental contamination or degradation that are related to urban 
infrastructure. 

35.3 Project Execution and Cost Recovery 

The average days of  project execution and the rates of cost recovery are 
important variables that help to measure project performance and consequently 
municipal capacity. The table below presents data that reflects the 
capacities of the participating cities. 

CHUUCTERISTICS OC PROJECT M C U T I O n  A)O COST RECOVmY 

H l M I C I P M I T I E S  TEGUCIWPA SAW P E M I O S L M  U'?EIBA KIA ,COIUYAGUA SIGWTEPE@JE CmXLnEC4 AVERAGE ... 1...,..1...1..."~...1...I~...~..~~...~~.~~...~..~~I......,...~..I=..I~...=...~I..I...=...,=..-~..~-..,~..~...,~...,..~...~~..m~...~ 
NWEA Of PROJECTS 8 24 2 1 2 1 1 39 
----*.--...-*.--.-------.----.--..--...--.--..--..-------.---.--..--.--....---.--...---------..-------.---.-...---.---.-------.---.-- 
TOTAL PROJECT M Y S  2313 1048 480 365 510 365 270 14753 

TOTAL m DAYS 



A1 though some projects have experienced serious delays, overall Urban Poor I1 
projects have averaged delays of 15 percent, or 80 days, in the 28 projects in 
progress or completed. The most serious delays were usually caused by 
inclement weather, a lack of labor available at the prices stipulated by the 
project , the cost and acquisition of co~istruct ion ~~laler.ials, contracting 
processing, and changes in designs. 

The fact that the Siguatepeque project, benefiting 4,500 persons in three 
neighborhoods, was not delayed at all, reflects the effectiveness of the Urban 
Poor I1 program assistance to municipal management, as we1 1 as the city's 
intrinsic community organization. And, the 15 percent average delay of the 24 
San Pedro Sula projects is evidence of that city's capacity. Conversely, the 
delays of 27 percent in the eight projects in Tegucigalpa reflect its weak 
management capacity. 

It should be noted that for many of the municipalities, this program was the 
first time they had been directly involved in project execution. This is 
particularly important in the context of the view that many citizens hold that 
a debt to a national agency providing local services (e.g. SANAA) is not to be 
taken very seriously. While project execution data provides a measure for 
project performance, cost recovery data suggests the 1 ikel ihood of 
sustainabi 1 ity. 

The amount of total costs recovered is certainly important, but a better 
suggestion of project sustainabil ity is the rate by which a municipality 
collects beneficiary payments. 

Most cost recovery efforts started later in San Pedro Sula (mid-1989) than in 
Tegucigalpa (mid-1988). Thus, a1 though total recovery amounts to 7.8 percent 
in Tegucigalpa and a lower 1.4 percent in San Pedro Sula, the actual monthly 
rate of recovery in San Pedro Sula indicates a better performance. The 
monthly rate of recovery in San Pedro Sula is 0.82 percent against 0.62 
percent in Tegucigalpa. These percentages are followed by La Ceibla with 0.50 
percent and Siguatepeque with 0.36 percent. Both UCAT and COFINSA efforts are 
intended to assist municipal i ties develop efficient cost recovery systems. 

3.3 Technical Amlatance and Tralnlng 

3.3.1 Nature of the As!Manca 

The Urban Poor I I Program has included a substantial technical assistance 
component, financed by AID'S grant and ESF resources of $1.6 mi 1 1  ion and 
$533,OOO, respectively. Technical assistance has been directed to project 

I implementat ion, to pol icy improvements, and to institutional changes. 

The original project design provided for technical assistance relatiing to the 
she1 ter component of the Urban Poor I1 Program in the form of a long-term 
financial and management advisor, short-term consultants and program-related 
short-term training. The design envisaged the long-term advisor to provide 
technical assistance directly to participating institutions in the areas of 
financial management and organi'zat ional development in order to enha.nce 



sectoral performance. Two other long-term advisors and severa 1 short-term 
consul tancies and training were also planned for the urban development 
component. 

Through January 1990, assistance valued at more than $1 mi 1 l ion has been 
provided in the form of long-term advisors, short-term studies, and conference 
and training participation: 

Long-term advisors , located in RHUDO off ice: 
Housing and Urban Development Planner 
Urban Engineering and Project Manager 
Municipal Management Specialist 

Short-term studies, at RHUDO1s request, by U.S. and local consulting 
firms: 

Social Housing Fund 
Affordabi 1 ity Analysis 
Sectoral Assessment (City Selection) 
Construct ion Industry Survey 

Direct assistance to cities, at RHUDO1s request, by U.S. and local 
consulting firms, and BANMA: 

San Pedro Sula Urban Development 
Secondary Cities Assessment 
La Ceiba Urban Development 
Secondary Cities ' planning, management, and finance 

Conference part icipat ionlvis i ts by Honduran personnel : 

PRE/H Pol icy Conference (Washington) 
UNIAPRAVI Conference 
IULA Conference Colombia) 
IULA Conference I Ecuador) 
Fundacion Carba jal 

Training for Honduran personnel : 

INCAE Course (Costa Rica) 
Housing Course (Brat i 1) 
INCAE Course (Miami ) 

In addition, the technical assistance grant has financed this evaluation and 
minor support services (printing). 

Assistance has been provided through several mechanisms. Long-term res ident 
advisors include five personal service contractors. Short-term studies have 
been undertaken by U. S. and local consu 1 t ing firms. Conferences and seminars , 
provided by trade associations, training institutions, and AID itself, have 
been attended by Honduran pub1 ic and private sector personnel. Direct 



assistance to local governments has also come from the Unidad de Coordinacion 
y Asistencia Tecnica (UCAT) of the eanco Municipal Autonomo (BANMA), and from 
Consu 1 tores Financieros Internac ionales (COFINSA) . 
The technical assistance grant, originally a three year program to be expended 
by the end of March 1990, has been extended a fourth year through March 1991. 

3.32 Performance of the Assistance P 
The technical assistance has had a major positive effect on program 
implementation of the urban development component and minor impact on the 

I 
housing finance component. The training component, on the other hand, has had 
no not iceable impact on either component. 

The long-term resident advisors have assisted the participating institutions 
to understand and fulf i 1 1  AID documentation requirements and to meet AID 
project criteria. Efforts in this area have been primarily directed towards 
developing eligibflity criteria and implementation guidelines for the various 
participating institutions and monitoring their compl iance with program 
regulations. Long-term advisors have a1 so provided assistance in the 
development of the new municipal reform law, and they have been important 
advocates of its passage. 

I 
The advisors, however, have not transferred the kinds of ski 11s and 
methodologies necessary for local governments to sustain the implementation 
procss in the case of the urban development component, nor the rationale and 
approaches necessary for savings and loan associations to finance housing for 
low-income families on a sustainable basis in the case of the shelter 
component. 

The short-term consultancies from U.S. and local firms have had important and 
timely impacts. One study provided the needs and capacity analysis necessary 
to select appropriate secondary cities for project participation. Another 
study provided an analysis of proposed legislation for the creation of a 
social housing fund at the national level to produce and finance housing 
costing less than L21,000 through a system of taxation. A third consultancy 
was undertaken to assess the role of the construction industry in the economy 
and to identify potential new technologies to lower the construction costs of 
housing for low-income famil ies. 

Several officials of the various local institutions participating in the Urban 
Poor I I program have been provided with overseas training in the areas of c 
housing policy and housing finance, but such participation has been most often 
used to showcase the program rather to teach new skills. 

The short-term assistance that has been provided for urban development 
directly to participating cities has had mixed results, from the positive 
assistance in San Pedro Sula and other;, to the problematic assistance of 
UCAT . 



The assistance that has had the most visible impact is that directed to the 
urban development process in San Pedro Sula. The assistance provided 
strategic guidelines for the physical, pol icy, and institutional development 
required to ensure the systematic and timely supply of urban land to meet the 
city's future needs. At the same time that the assistance served physical 
planning needs, it has promoted important pol icy changes that are generally 
improving project implementat ion, and spec if ica 1 1 y supporting local government 
incentives for private sector investment in urban development. New programs 
are based on a clear understanding of existing and expected economic and 
social conditions in San Pedro Sula. In addition, the full participation of 
Honduran professionals in the studies has contributed to local professional 
capacity to undertake similar work elsewhere in the country, 

The assistance to San Pedro Sula has had an exceptionally high impact for at 
least two reasons. First, the city of San Pedro Sula on its own was seeking 
new approaches to urban service delivery, looking to itself to provide 
management and planning guidance, and looking to the private sector to provide 
land, resources, and energy to the same ends; the local cl imate was right. 
Second, the work was carried out in a genuine collaborative way, with the 
local government a willing recipient and participant in the planning process. 

The assistance provided by the UCAT unit to municipalities has been troubled 
since its inception by its institutional home in BANMA, as well as the 
substance of the assistance provided. While La Ceiba was the only 
municipality that expressed satisfaction with UCAT's assistance, both Tela and 
Siguatepeque were adamant in their displeasure. 

As local governments in Honduras are being encouraged to provide more for 
themselves, and in fact are seeking a measure of autonomy, they increasingly 
regard central institutions as irrelevant to their needs, and worse in the 
case of BANMA, blatantly political and financially bankrupt. In addition, 
BANMA is seen as only barely adequate in carrying out its traditional 
functions of building municipal offices, markets, etc. It would take 
exceptional technicians providing high impact assistance to overcome those 
views of BANMA by local governments; in that context, UCAT has been unable to 
deliver effective assistance on a consistent basis to most, but not all local 
governments. The problem seems to be one of perception by UCAT about what it 
should be doing under its contract and by the recipient local government about 
what it needs. For instance, local governments as a rule do not welcome 
management assistance that seeks to usurp their hiring authority or the 
management of their facilities. 

As AID'S dissatisfaction with UCAT has evolved over the last two years, it has 
correctly concluded that BANMA is not a suitable institution to provide 
technical assistance, and in fact public entities generally are unlikely to be 
effective. Consequently, AID sought private Honduran consu 1 t ing services, and 
in November 1989 entered into an agreement with Consultores Financieros 
Internacionales (COFINSA) to prnide tqchnical assistance to the participating 
local governments. 



COFINSA has started its contract quickly, undertaking surveys and analyses of 
the five participating secondary cities, exchanging information with UCAT, 
becoming involved at the national level in the new municipal reform law, 
While it is too early to judge COFINSA1s effectiveness, their reports so far 
sugycsl an emphasis on local economics rather than on municipal management 
issues that reflect policy changes, such as how can a local government 
generate new revei?ues. 



4. CONCLUSIONS 

From the analysis and findings presented in the previous section, a number of -- 
conclusions can be drawn. - 

4.1 General 

1. The Urban Poor I1 Program is fundamentally sound, on its way to meeting 
many of its physical output targets, and supporting important new policy 
changes. Over 12,000 low-income families have been provided with water and 
sewerage systems or mortgages for new housing; nearly 20,000 families will 
soon benefit from projects in process; an estimated 3,000 families will 
benefit from projects not yet started. The home improvement portion of the 
shelter component is virtually dormant. In terms of institutional outputs, 
major pol icy changes to promote the participation of the private sector in 
urban development have taken place in San Pedro Sula, and to a lesser degree 
in La Ceiba. 

2. Macroeconomic realties constrain domestic resource mobi 1 izat ion. 
Throughout the 1980s the combined effects of declining real income, rising 
unemployment, and steep price increases have posed severe constraints on 
Honduras' abi 1 ity to provide minimum shelter and urban services for its vast 
low-income population. Income levels are so low that even if the country's 
local governments and housing finance institutions had the resources ta 
deliver water and sewerage services and minimum standard shelter, a large 
proportion of the country's poor could not afford to pay those costs. 

3. Macroeconomic conditions affect disbursements and consequently project 
execution. Honduras' stock of external payments arrears have accumulated 
since 1988 due, in part, to heavy debt service obligations to multilateral 
agencies, The buildup of arrearages and stagnant foreign exchange earnings 
led to a decision by AID to not authorize Honduras to borrow an additional $10 
mi 1 1  ion in Housing Guaranty resources authorized for the 522-HG-008 program. 
In the absence of the $10 mi 1 1  ion, €SF resources have been applied to the 
urban development component, whi le FOVI has discounted S+L mortgages from its 
own resources. While the evaluation team was in country during early 1990, 
negotiations were underway to clear these arrearages so that lending from 
bilateral and mu1 t i lateral sources could resume. Unti 1 that happens, however, 
various planned and approved project components of the Urban Poor I1 program 
are being implemented with the possibility that they will not be reimbursed. 

4. Public sector participation in the program has reached the 1 imit set 
forth in the Implementation Agreement. Both the Project Paper and the 
Implementation Agreement stipulated that public sector participation in the 
Urban Poor I1 rogram "will be limited to 20 percent of the USS22.5 mi 1 1  ion 
allocated for f the shelter] component." By the end of 1989 FOVI had 
rediscounted 574 mortgages presented by INVA using funds made available under 
the program up until that point in time. These 574 public sector mortgages 
represent about 15 percent of the total value of mortgages discounted by FOVI 
with HG funds. During the latter part of 1989, FOVI rediscounted an 



additional 413 INVA mortgages valued at L4.4 million which met AID eligibility 
criteria using its own resources. FOVI understands that it will be reimbursed 
with HG funds once Honduras is authorized to borrow the remaining US$10 
million in HG resources authorized for this program. At this point in time 
the 987 mortyages originhhd by the pub1 ic sector and rediscounted by FOVI 
represent 22.6 percent of the total value of rediscounted mortgages presented 
by all eligible institutions under the Urban Poor I1  program. Expressed in 
do1 lar terms at the official rate of exchange, these 987 mortgages are valued 
at US$4,431,350 or 19.7 percent of the total USS22.5 mil lion to be a1 located 
far the she1 ter component. 

4.2 Local Government 

5.  The participating cities are very different. They not only differ in 
size and urban functions, but they vary greatly in political leadership, in 
community attitudes, in technical capabi 1 ity, in human resources, in financial 
resources, and historica 1 patterns of growth. 

6. Most Honduranmnic ipa l i t i essu f fe r f ro rn l im i tedau thor i t y ,  inflated 
bureaucracies, lack of resources, inaffect ive management capabi 1 it ies, and 
heavy dependance on ceatral ized government. At the same time, Urban Poor I I 
projects have been planned, implemented, and supervised within a framework 
requiring a degree of local autonomy and control. These inconsistencies have - 

resulted in numerous problems and disruptions during program implementation. 

7. Lccal government autonomy is vital for municipal progress. The evidence 
is quite clear that where local government has control led the resources, that 
is, where it has raised and spent money, the likelihood of effective service - 
delivery is high; this is the case with DIMA in San Pedro Sula. 

8. The proposed municipal development law, if enacted, will be important to 
improv2d effectiveness of urban management by local governments. The Honduran 
Congre,~ is reviewing a municipal reform law which would return a degree of 
autonomy to local municipalities together with the responsibility for managing 
loca 1 resources. Concern nevertheless rema ins among mayors of secondary 
cities about how to create effective mechanisms to implement the new law, how 
to increase the participation of the local constituency, and how to develop 
administrative mechanisms to improve management of municipal assets. 

9. Urban Poor I1 projects incorporate limited cost recovery targets or 
formal mechanisms for the recovery of costs over future years. Targets must 
not only include the costs of providing the service, but the costs to maintain 
the servic~ over its life. Various cost recovery strategies are being 
uti 1 ized, including promotional campaigns, voluntary/discount payment plans, 
and compulsory schemes based on the threat to disconnect services. 
Nevertheless, the concentration of decision-making for basic infrastructure 
service del ivery in central government agencies and national parastatal s 
decreases the wi 1 1  ingness of citizens to pay for those projects. 



10. There is no evidence that municipalities (with the exception of San 
Pedro Sula) are prepared for the maintenance of their water and sewerage 
systems. They are neither programming funds for the recurrent costs nor 
developing a scheduled maintenance system. - . ,.. 
11. The source of financing of off-site infrastructure in Urban Poor I1 
projects has varied from the municipality itself, other donors, and the 
Employment Generat ion Project. Despite the variety of resources for off-si te 
infrastructure, the weak planning and out-of-phase provision of off-site 
infrastructure has created bottlenecks in project implementation. 

12. Municipal Implementation Units coctinue to need technical assistance and 
resources. The Units need more resources to be able to function more 
effectively. The situation in Siguatepeque, for instance, where the 
Implementation Unit has no permanent office nor equipment, is unsatisfactory. 

13. Continuity of technical staff in municipalities is important, but 
difficult to maintain. A1 though the implementation units originally were 
cre~tod to operate independently, the staff of several units expressed concern 
that they will be removed from their present positions due to a change in 
political parties. 

4.3 Private Sector 

14. The private sector will participate in urban service delivery. The San 
Pedro Sula model is significant. A private investor has decided to take risks 
as long as the public sector provides a suitable framework -- in this case a 
modification of land use standards (e.g., reduced minimum lot size, reduced 
street widths) and the provision of several in-kind contributions that make 
the project viable. While it is certainly evident that the special conditions 
of the city -- a progressive and modern government, dynamic pub1 ic leadership, 
a relatively robust economy, and a community spirit -- distinguish it from 
other Honduran cities, the fact remains that it is setting a leadership role 
for other cities. Indeed, on a smaller scale, the municipality of La Ceiba is 
promoting a partnership with the private sector first in urban planning under 
the Urban Poor I 1  Program, but potentially in the implementation of 
improvement projects. 

15. The participation of private housing finance institutions has been 
limited. The Urban Poor I1 Program succeeded in enlisting S+L participation 
in the quantitative production and financing of shelter solutions affordable 
to lower income groups largely because these private institutions simply 
served as a conduit through which to channel external savings into housing 
investment. B u t  the elements necessary for qua1 itative participation in the 
program are sinply missing. The S+Ls have not showed interest; there has been 
no change in interest rate policies; low-income families are not their client 
base; macroeconomic policies do not allow them to capture domestic resources. 



16. NGOs are the most viable intermediaries for reaching low-income 
households. Given the fact that the informal sector in Honduras has done a 
far better job of building houses for itself than the formal sector has of 
expanding to serve the mass housing market, it would appear that institution 
bui Id ing would be more easily arcoryl ishec! through assistance to institutions 
such as NGOs who view home financing for low-income households as their 
mission rather than through assistance to institutions such as the S+Ls which 
do not view below median income households 3 s  their natural market. 

17. Although NGOs can nowtechnically link formal sources of crdit to their 
informal sector clientele, FOVI's insistence on the use of mortgages as loan 
guarantees is a major obstaclo to NGO involvement in shelter production and 
finance. With potential low-income borrowers reluctant to use their homes as 
col lateral for home improvement loans, NGOs cannot access FOVI Is rediscounting 
faci 1 ity. Unless FOVI modifies its policies with respect to home improvement 
loan guaranty requirements, the NGOs wi 1 1  not be able to faci 1 itate change in 
the she1 ter status of low-income fami 1 ies. However, the introduction of 
a 1 ternat i ve loan guarantees into the FOVI program must not compromise FOVI ' s 
viability as a source of liquidity for the housing finance system. 

4.4 Technical Assistance 

18. Long-term technical assistance is balanced between project 
implementation and specific technical and management assistance. The efforts 
of the long-term personnel have served to manage, facilitate, and expedite the 
various project elements, as we1 1 as to assist the implementing institutions 
in carrying out their functions. Much of the correspondence, site visits, 
implementation unit meetings, and other interchange between the implementing 
institutions and the resident technical assistance team has been related to 
the fulfillment of certain project conditions (e.g., beneficiary affordability 
requirements, el igibi 1 i ty studies, expenditure documentat ion) that lead to 
loan disbursements. 

19. The short-term technical assistance provided by K A T  has generally not 
been effective. The serious problems that some municipalities are 
experiencing with the technical assistaxe provided by UCAT suggest that this 
type of assistance must be clearly targeted, planned, and monitored. In 
addition, although UCAT assistance is intended for specific sewerage projects 
and COFINSA assistance is targeted to improving revenues and municipal 
management, the appearance of a dupl icat ion of effort exists. 

20. Technical assistance from one operating agency to another i s  also an 
effective mchanism. The difference between (a local government) DIMA' s 
ability to plan, install, operate, and collect for potable water and sewerage 
systems in San Pedro Sula and (the national government) SANAA'S inability to 
do the same in Tegucigalpa and secondary cities is no better reflected than in 
the efforts of secondary city governments to arrange for technical assistance 
from DIMA directly. The direct assistance in project management and planning 
that DIMA has provided to secondary cities has had a high impact. 



21. The short-term technical assistance provided by COFINSA is underway. 
COFINSA has been providing technical assistance to municipalities for only a 
short period of time. It is getting underway in difficult circumstances, that 
is, mid-way through program implementation and as a de facto replacement for 
UCAT. Given the importance of the assistanw, and the, concern with its source 
(as a private consulting firm rather than the parastatal BANMA), AID should 
continue to seek opinions and reactions from the municipalities receiving 
assistance. 

4.5 Program Impacts 

22. The issue of bensf iciary affordability and eligibility is complex, but 
i t  is useful for AID to use it as a leverage. Some of the beneficiaries of 
the Urban Poor I I Program have incomes higher than the established median 
income level , a1 though the average of median incomes in these places remains 
below the established level. AID has struggled with this issue in Honduras 
and elsewhere, but as an enforceable standard, the below median income 
criteria remains the single most important leverage AID has to oblige 
implementers to orient projects most effectively. 

23. Water, sewerage, and street paving projects provide significant benefits 
to neighborhoods. In neighborhoods where Urban Poor I1 projects have been 
completed, observation and discussions with local residents suggest that the 
new services have a) contributed to increased earnings for small and informal 
businesses; b )  increased land and home values; c) encouraged many residents to 
make improvements to their homes; d) provided construct ion jobs for residents 
(nearly 350,000 person days of employment have been generated both by 
completed projects and projects in process); e) improved environmental and 
sanitary conditions; and f) encouraged the formation of groups for 
neighborhood improvement projects. 

24. The complexity of the Urban Poor I1 Prograw makes project sustainabil ity 
very difficult to predict. The question of sustainability resides above all 
in the local capacity to deliver basic services to target groups in the short 
and long term without external assistance. Sustainabi 1 ity cannot be 
accomplished without increasing local comnunity participation in municipal 
decision-mak ing so that cost recovery programs wi 1 1  work. Effective 
sustainabi 1 i ty requires private and informal groups to actively participate -- 
through formal and informal channels -- in the allocation and control of 
physical and natural resources and services, and in the determination of the 
services, facilities, and development programs that will benefit the 
residents. 

25. Only 22 percent (350,000 o f  1,612,000 person days) of the job creation 
target has been achieved in Urban Poor 11. Despite the labor-intensive nature 
of the physical construction, the target will not be reached during the 
remaining life of the program. 



4.6 Houslng Flnance 

26. The amount of mortgage credit available in Honduras is only a fraction 
of what is required. The declining level of domestic financial savings 
available to the private housing f.inance system f r  mrtgage cr.?deit coupled 
with the unwillingness on the part of cash rich institutions and individuals 
to provide their savings on a long-term basis has inhibited formal production 
and financing of housing for all but upper income groups. 

27. Although established to serve as the country's primary source of housing 
finance, the savings and loan system's fundamental weakness is its inability 
to mobi 1 ize long-term savings to match with long-term mortgages. Institutions 
and individual investors will ing to invest in lempira-denominated financial 
assets view long-term mortgages as risk-bearing loans and prefer investments 
with short maturities such as government bonds which have become an 
increasingly attractive form of financial savings. 

28. Nearly all of the resources made available to the S+Ls financed new 
construction rather than home improvement loans. StLs are members of 
financial consortia consisting of developers and commercial banks. Their 
developer partners were eager to develop housing projects, and construction 
financing was readily available from their comnercial bank partners. As a 
resu 1 t, 98 percent of the resources have gone to new construction, leaving the 
home improvement portion of Urban Poor I 1  virtually dormant. 

29. FOVI operates as a successful, albeit constrained, second-tier lender of 
the housing finance system. FOVI took over the rediscounting function of the 
defunct FINAVI in early 1986, thereby restoring the ability of lenders in the 
shelter sector to refinance their loans on a long-term basis. This minimizes 
term risk and provides liquidity to the housing finance system. Since its 
inception, FOVI has succeeded in discounting a total of 5,620 mortgages valued 
at L82.1 mi 1 1  ion. The Urban Poor I 1  Program has made a significant 
contribution to FOVI's ability to act as a second-tier lender. HG resources 
provided by the program to date have been used to discount 2,605 mortgages 
representing 46.4 percent of its total portfolio. 

30. Although AID'S efforts have succeeded in increasing the participation of 
lending institutions which cater to lower income borrowers, FOVI's role i s  
constrained by relati~~tjly finite sources of funds. It has been dependent upon 
the Housing Guaranty Program for a large proportion of its resources. In 
crder to expand its function as a successful second-tier lender, and in the 
process reach the intended target group, FOVI urgently needs to develop viable 
mechanisms to mobi 1 ize additional resources for mortgage lending on market 
terms. 

31. Although the Urban Poor I1 Program had originally envisaged that 
participating financial intermediaries would finance a portion of the 
mortgages they originate with internal funds, as is done in other FOVI housing 
programs, FOVI has had to accept 100 percent discounting in order to m v e  the 
program. O f  course, this does not contribute appreciably to improved sectoral 
performance with a traditional private sector (i .e., risk taking) orientation. 



The alternative of increasing margins by removing the lending rate 1 imit in 
order to compensate for an element of risk could be contrary to the program's 
goal of increased access to affordable housing by low- income fami 1 ies. 
Financial and pol icy incentives, which may occur through structural reform, 
are more appropriate means to enhance privatc sector participation. 

32. Land tenure is inexorably linked to mortgage and other credit programs 
to improve shelter conditions. When a household gains the security of land 
tenure, it i s  will ing to use its 1 imited resources to improve its home and 
neighborhood. Land tenure has been provided to those families who have 
purchased newly constructed units financed by the S+L system as well as those 
families whose neighborhoods have been upgraded. Nevertheless, large numbers 
of individual plots of land in and around Honduras' urban areas cannot be 
granted a clear title because of their illegal status on private or municipal 
land. Without a clear title these households are not eligible for mortgage 
financing and are thus precluded from participation in the FOVI program; 
without clear title they are unable to secure home improvement loans. The 
need to legalize land tenure is therefore a necessary precondition for 
improving t h ~  she1 ter conditions of Honduras' urban poor. 



The conclusions presented in the previous section suggest that Urban Poor I K  
can be completed with some success, but not without the fulf i 1 lment of ~everal 
assumptions: 

. that $10 million HG authorization is released; 

. that the GOH continue pursuing policies and operations that promote 
decentralization; 

. that family incomes are maintained at acceptable levels; 

. that NGO's increase in strc-~gth and serve housing finance functions; and 

. that the level of community participation continues to increase. 

5.1 Urban Posr IO Recommendations 

The conclusions presented in Section 4 have resulted in the recommendations8 
proposed below. The order is intended to convey the importance of the impa~cts 
to be derived. Institutional responsi bi 1 it ies and a framework for timing are 
suggested. Many of these recommendations should not only contribute to 
effective implementation of the remaining parts of the Urban Poor I 1  Program, 
but also should be considered by AID as it designs its new municipal 
development project . 
1. Technical assistance and t r ~  lning to municipal governments should be 
strengthened. (AID, COFIHSA, UCAT; short-term) 

In order to assist municipalities understand and carry out their role in a 
decentral ized del ivery system, further technical assistance and specific 
training is needed. Technical assistance is necessary to expand local 
government capabi 1 it ies and promote more effective participation of other 
resources. 

Assistance should be provided to local government Implementation Units. 
Effective technical assistance and training should be used to improve a) 
cadastral management (a weak but vital source of information in every 
municipality); b) traditional master planning, land use controls, and the 
management of land (particularly to anticipate the demand for basic public 
services) and environmental resources; c) human resources (including 
mechanisms which can lead to a reasonable level of continuity of the staff 
involved in the projects during the life of the particular project); and d) 
administrative procedures (with computer systems that are already avai lable in 
some municipal it ies) for revenue generat ion through taxes and user fees, 
financial management, accounting, and budgeting. 



The serious problems that AID and some municipalities are experieking with 
UCAT have resulted in a de facto replacement for UCAT. COFINSA is presently 
taking the lead in providing technical assistance to the municipalities. AID 
sho!lld continue to seek opinions and reactions about COFINSA from the 
municipalities receiving assistance. 

Effective local government agencies, like DIMA and UMVIDE in San Pedro Sula, 
should be enlisted to provide assistance to other municipalities. Many cities 
have requested San Pedro Sula's help in creating autonomous water and sewerage 
companies . 
Renewed attent ion should be paid to the weaknesses in Tegucigalpa's capacity 
to de!iver urban services. The service problems remain very serious, and the 
new local government provides an opportunity for a new effort by AID to work 
with the Implementation Unit. 

On the national level, land tenure issues should be a focus of assistance that 
AID provides. Improved land tenure serves to integrate low-income families 
into the formal land market system; it is fundamental to the progressive 
improvement to she1 ter conditions of low-income fami 1 ies. 

2. The successful strategies by which the comnercial private sector has 
participated in the program should be understood and promoted. (AID, La 
Metropol itana, San Pedro Sula; medium term) 

Traditionally the private sector has been reluctant to participate in urban 
development projects for low-income families due to the risks involved, low 
prof it margins, and cost recovery problems. Various strategies and pol icy 
changes that promote increased participation of the commercial private sector 
in urban development projects exist in San Pedro Sula and La Ceiba. The 
stronger municipal governments which are able to implement innovative pol icy 
changes and administrative procedures have been the most successful in forging 
a publ ic-private sector partnership. Several elements of these strategies -- 
modified land use requirements, governmental role as financial intermediary, 
and physical transfer assistance -- have induced the commercial private sector 
to become major participants in the projects. 

The success of this model can have an impact on the delivery of improved 
housing and services to low-income families in Honduras and elsewhere. AID 
should continue to promote these strategies of publ ic and private sector 
collaboration in strong and receptive municipalities for the remainder of the 
Urban Poor 11. 

3. The involvement of c o m n i t y  based organirat ions, cooperatives, and the 
informal sector in urban development programs should be encouraged. (AID, 
WGOs; medium term) 

In S iguatepeque residents have organized to improve the implementzt ion of 
current projects and promote the development of new projects. Such 
involvement can generate community support for technical and financial 
assistance, whi le at the same time promote project repayment by beneficiaries. 



AID'S original intention to develop and support a process whereby community 
based organizations, cooperatives, and the informal sector actively 
participate in urban service delivery has been thwarted by the unavailability 
of the $10 million undisbursed by HG resources. The proposed amendment to the 
722-0324 program is intended to respond to the informal sector's needs to 
create a sustainable market to provide land for their shelter needs; this 
program should continue to receive high priority, and indeed utilize the 
technical resources of the recently hired two advisors whose work wi 1 1  focus 
on the informal sector as a major player in urban development. 

4. Alternative loan guarantees for NGO lenders should be developed. (AID, 
FOVI , NGOs; short-term) 
AID1 s efforts at encouragirg greater 1 inkage between the formal and informal 
financial sectors through expanded NGO participation in the FOVI program wi 1 1  
be unlikely to improve the shelter conditions of the poor unless FOVI pol icy 
is modified with respect to home improvement loan guaranty requirements. The 
reluctance on the part of lower income groups to mortgage their homes in 
return for a home improvement loan is understandable. Of equal concern, 
howevGr, is the necessity to maintain effective cost recovery mechanisms to 
prevect a repeat of the FINAVI decapital izat ion. 

The CABEI -FOVI program includes a component on the informa 1 sector, focusing 
on identifying constraints to shelter provision and proposing means of 
correction, such as the financing of NGO participation in housing delivery. 
AID, in the context of the CABEI-FOVI agreement, should thoroughly investigate 
functional a1 ternat ive loan guaranty opt ions which would enable NGOs to 
facilitate change in the shelter status of low-income families while at the 
same time safeguarding FOVI1s viability as a second-tier lender which this 
program has succeeded in establ ishing. 

5 .  AID should consider real locating rosources intended for the home 
hiprovemnt coniponent to the f intlncing of urbanized lots. (AID; medium term) 

The home improvement component has not been im lemented in any meaningful way. 
The S+Ls are simply not interested in this mar i et; they perceive management 
and risk problems associated with small loans to low-income families. 

GOH resources could be applied effectively, as they are now, to the 
municipalities ready and able to develop urbanized lots, rather than the 
seriously sta 1 led home improvement loan program. 

[As a result of the April 1990 devaluation, the delayed $10 million HG 
dishwsement -- if it indeed goes forward -- wi 1 1  generate twice the lempiras 
originally planned, thus providing the resources for AID to renew its efforts 
on the home improvement program.] 

6. Off-site infrastructure is integral to the execution of improvement 
projects and should be planned and programed accordingly. (AID, 
Hunicipalities; medium term) 



Various Urban Poor I 1  projects (in Tela and Choluteca, for example) have - - 
experienced lengthy delays as a result of the inability to initiate the off- 
site infrastructure needed for the operation of neighborhood infrastructure. 
AID has reviewed this issue carefully, including securing general counsel - 

opinions that off-si te infrastructure can be financed in some reasonable 
proport ion to the target population or neighborhoods served. I 

c 

AID should continue to press the municipalities to plan and program necessary - 
off-si te infrastructure in urban improvement projects. - 

- 
7. Recurrent maintenance requirements must be accounted for in project cost 
recovery. (AID, Municipalities; medium term) 

At present, Urban Poor I1 project strategies do not adequately consider 
infrastructure maintenance and consequent implications for cost recovery. 
Residents may not be wi 1 1  ing to continue paying for the project if the system 
experiences problems in the future. 

AID should promote approaches, such as those employed by DIMA in San Pedro 
Sula, which allocate a portion of costs recovered for future maintenance. 

8. The most effective of the various cost recovery strategies used by 
municipal it ies should be understood and promoted. (AID, Municipalities; 
medium term) 

Urban Poor I 1  projects incorporate limited cost recovery targets or formal 
mechanisms for the recovery of costs over future years. Various strategies 
are being utilized, including promotional campaigns, voluntary/discount 
payment plans, and compulsory schemes based on the threat to disconnect 
services. A rev4ew of project cost recovery to date suggests that higher 
income levels and promotional activities increase cost recovery, though the 
information is too 1 imi ted to offer any firm conclusions. Nevertheless, cost 
recovery should be considered a major determinant of the long range success of 
a particular project and a larger degree of effort should be expended to 
analyze results and develop strategies to ensure the long-term repayment of 
project costs by beneticiaries. 

AID should sponsor a workshop in which the various experiences of cost 
recovery in the different municipal i ties would be presented and discussed. 
The municipalities would benefit from an understanding of the various 
methodologies. The workshop could foccs on cost-effective and justifiable 
methods for maximizing cost recovery with attention to the several variables 
of income levels, service delivery, and subsidies received. 

Cost recovery plans must account for off-si te infrastructure expenditures, 
possibly through tariffs and taxat ion. 

9. The identificationof projectbenef~ciariesandtheirrelat iontothe 
target group requires continued monitoring. (AID; medium term) 



- 
I n  several p r o j e c t  neighborhoods, some o f  the bene f i c ia r ies  of the Urban Poor 
I I Program have incomes higher than the establ ished median income leve l  
a1 though the average o f  median incomes i n  these places remains below the ' - 

estab3shed l eve l .  Some o f  the newly developed neighborhoods have a high 
propor t ion o f  vacant p lo ts ;  income d i s t r i b u t i o n  data i s  e a s i l y  d is to r ted  when 
these p l o t s  are  counted i n  neighborhood incame s t a t i s t i c s .  I n  addi t ion,  i t  i s  -- 
t o  these very  vacant p l o t s  t ha t  h igher income fam i l i es  are  moving, d isp lac ing 
the targeted lower income fami 1 i es  even before they can bene f i t .  

- 

A I D  should cont inue t o  ensure t h a t  the e l i g i b i l i t y  studies undertaken f o r  each - 

p ro j ec t  present evidence t h a t  the t a rge t  bene f i c ia r ies  w i  11 be served. 

10. Technical coordinat ion among implementing i n s t i t u t i o n s  should be 
promoted. ( A I D ,  EGP, Mun ic ipa l i t i es ;  short-term) 

Numerous techn ica l  coordinat ion problems and d i f f  i c u  1 t i e s  were noted dur ing 
the eva lua t ion  (Tegucigalpa, La Ceiba, Choluteca, Siguatepeque, Tela). For 
example, s ince t he  Funding f o r  many o f f - s i t e  p ro jec ts  i s  present ly  provided by 
the EGP, coord inat ion weaknesses have made the p r o v ~ s i o n  o f  on-s i te  and o f f -  
s i t e  components se r ious ly  ou t  of phase. I n  o ther  cases, the need f o r  fo re ign  
exchange t o  purchase ce r t a i n  p r o j e c t  mate r ia l s  and equipment was no t  
understood and planned i n  a t ime l y  manner. I n  o ther  instances, consul t ing 
engineering designs have not  been developed o r  coordinated w i t h  a f u l l  
understanding o f  r e l a ted  o f f - s i t e  systems and requirements resu 1 t ing  i n  
i n v a l i d  estimates. 

The implementation o f  the Urban Poor I 1  p ro jec t s  i s  complex and technical ,  
r equ i r i ng  a h igh degree o f  coordinat ion among the various agencies, 
organizat ions,  and consultants involved. A I D  should develop mechanisms, such 
as simple working groups o r  regu lar  meetings, t o  assure t h a t  a1 1 the involved 
pa r t i es  t o  a given p ro j ec t  understand and p lan on t h e i r  responsibi  1 i t i e s ,  
inc lud ing ti12 most obvious items such as t h a t  each c i t y  has adequate o f f i ces  
and equ i pment . 

Lessons learned f rom t h i s  program t h a t  may be appl ied t o  the housing and urban 
development sector  a rc  presented below. 

11. A I D  should cont inue t o  support the passage o f  t he  munic ipal  development 
law and p rov ide  assistance t o  the  strongest  and most recep t i ve  c i t i e s .  

While A I D  should no t  r e l y  on the law's passage t o  reso lve the problems of 
l oca l  autonomy and capacity, the law w i  11 provide the framework f o r  the 
assumption o f  respons ib i l  i t i e s  by l oca l  governments. As f o r  the  strong 
c i t i e s ,  the  urban development planning assistance provided t o  San Pedro Sula 
produced analyses -- o f  supply and demand, o f  the low- income populat ion, etc. -- t h a t  l ed  t o  changes o f  municipal regulat ions.  



In order to increase the likelihood of replicability of the urban development 
component of this program, AID should support the passage of the municipal 
development law and put its technical resources in the cities with greatest 
~otent ial to take advantage. 

12. When the GOH defines the role of parastatals in the context of 
decentralization, technical assistance might be provided to a range of 
parastatals such as SANAA, HONDUTEL and ENEE that deliver public services and 
channel resources in urban areas. 

Due to its mandate, AID'S capital assistance supports basic services to below 
median income fami lies. At the same time, the government and parastatals 
responsible for providing basic infrastructure to a wide range of income 
groups are not presently fulfilling such needs. In fact, in Comayagua and La 
Ceiba, some higher income families are moving into communities where urban 
infrastructure projects have been built for the urban poor. 

If technical assistance is provided to a wider range of organizations, it 
could be expected that the level of efficiency of these organizations would 
increase and consequently their capacity to deliver services to a1 1 income 
groups. 

13. If and when structural adjustment programs take effect, opportunities to 
mobi 1 i ze additional domestic resources for mortgage lending on market terms 
should be explored. 

The underlying structural constraints to domestic savings mobi 1 ization in the 
Honduran economy are extremely diff icu 1 t to a1 leviate. There are a1 ternat ives 
to the traditional fixed-rate mortgage which dominated the U.S. residential 
housing market since the 1930s. Created in response to the volati le interest 
and inflation rates of the 1970-81 period, these alternatives include the 
ad justable-rate mortgage, the graduated-payment mortgage, and the price level- 
adjusted mortgage. Whi le not guaranteed to counter the risk avers ion inherent 
in mortgage lending in Honduras, these and other possible a1 ternat ives could 
provide additional flexibility currently absent i 
at this time. 

14. Dramatic differences exist among the sevon 
in tha Urban Poor I1 Program. 

It is difficult to compare these municipalities i 
of each dollar expended. No methodology exists for identifying the variables 
and constants that should be taken into account nor the measures that can be 
used to evaluate their cost effectiveness. 

n the housing finance system 

uunicipalities participating 

n terms of the effectiveness 

In future projects, AID might consider undertaking an impact evaluation; this 
would require the early establishment of baseline data to be compared with the 
project when completed. A methodology would employ various measures of 
success (number of beneficiaries, municipal capacity; cost recovery rates, 
urban development rates, construction costs, etc.) in order to better 



understand the costs and benefits realized. Such an approach would also 
analyze income distribution, so necessary to identify and plan projects for 
the appropriate target group, 

5.3 Program Go?!? and Performance 

The matrix that follows summarizes a) key program objectives as reflected in 
the Project Paper a ~ d  Implementation Agreement; b) key program achievements as 
reflected i n  the findings and conclusions presented in Section 5.1; and c) 
selected recommendations that AID should consider during the remaining life of 
the program. 
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Job Creation Job Creat ion Only 22% of the target tias been achieved ------------ ------------ as of September 1989. and it i s  clear 
1.612.000 person days 350,000 person days that at the current rate of construction, 

the target w i l l  not be reached. The 
Project Paper does not show the analysis 
on which the targ't was based; as a conse- 
quence it i s  d i f f i c u l t  t o  carment on the 
underachievement of th is  target other 
than t o  suggest that the labor intensive 
nature of the construction should 
continue. ___--_-___--_-----_________________________________________--________________________________________---------------------------------------------------------------------------------------------------------- 

Decedxr'86 
Tequcigalpa 
San Pedro Su l a  
Secondary Ci t ies  
Other Urban Areas 

..................... 
Revised (AID-GOH) 
Itarch 1987 

Teguc iga 1 pa 
San Pedro Su la 
Secondary C i t ies 
Other Urban Areas 

The change i n  Dledian incane di!?: brings 
up the issue of the relatiorc of the pro- 
ject beneficiaries t o  the program target 
groups. Saee of the beneficiaries of the 
Urban Poor I 1  Program have inca~es 

L 993 higher than the established aedian incame 
734 level although the average of median 
496 incanes intheseplacesrearainsbelarthe 
310 established leuel. 

Original incanes established were not AID should ensure that the e l i g i b i l i t y  
based on the best information. Project studies undertaken for  each project 
Impleaentat ion l e t t e r  established new present evidence that the target benef i- 
m t h l y  lncar~e l i s i t s  ciaries rill be served. 

Projects i n  other urban areas were not 
ilplerrented f o r  management reasons as 
well as the importance o f  working i n  the 
strongest mn i c i pa l i t  ies. 



-------------------------------------------------.------------------------------------------------------------------------------- 
KEY PRCGIM WECTIVES KEY PROCRAH ACHIEVEMWTS RECOMENOAT IONS 

f ost Recovery Cost Recovery The concentration of dec ision-mak ing for ------------- -------me---- basic infrastructure service delivery in 
Provision of urban services on a cost % of Costs Honthly rate central govermrent agencies and national 
recovery bas i s  Recovered of costs parastatals decreases the wi 11 ingness 

recovered of citizens to pay for those projects. 
Teguc iga lpa 7 .& .62 Urban Poor 11 projects should incorporate 
San Pedro Sula I.& .82 limited cost recovery targets or f o w l  
La Ceiba 4.4% .50 mechanisats for the recovery of costs. 
Tela - - In the short term, AID should sponsor a 
Camyagua 2.3% .25 workshop in which the various experiences 
S iguatepeque 4.3% .36 of cost recovery in the different mnic- 
Choluteca - - icipalities would be presented and dis- 

cussed. In the long tern, recurrent 
2.5 percent of the project costs have maintenance requiments m s t  be accwnt- 
already been recovered f r a  ed for in project cost recovery. AID 
beneficiaries. should p r m t e  approaches. such as those 

eaployed by D I M  in San Pedro Sula, 
which allocate a portion of costs re- 
covered for future maintenance. ................................................................................................................................. 

Private and Inf 0-1 Sector Involvement Housing Finance ........................................ --------------- 
lrprove institutional capacity of the The Urban Poor I1 Program succeeded in 
private sector to enhame housing and en1 isting S4L participation In the 
Infrastructure services production and financing of shelter solu- 

t!ms affordable to lower inccme groups 
largely because these private institu- 
tions siaply served as a conduit through 
uhich to chamel external savings into 
h s i n g  investimt. 

Urban Developrent ----------------- 
The private sector will participate in 
urban service (Calpules) and shelter 
delivery (La Hetropol itana) 

Improve Security of Land Tenure Land tenure has been provided to those ............................... families who have purchased newly cons- 
tructed units financed by the E L  
system, as well as those families whose 
neighborhoods have k n  upgraded. Land 
tenure issues beyond this project are 
starting to be addressed, as a result of 
the technical assistance provided to San 
Pedro Sula and La Ceiba. ..................................................................................... 

Housing Finance --------------- 
NGOs are the most viable intenrrdiaries 
for reaching lw-inccrrre households. NGOs 
view hwte financing for low-income house- 
holds as their mission rather than 
institutions such as the S+Ls which do 
not vieu belo* aedian incme households 
as their natural mrket. 

Urban Developimt ----------------- 
The successful strategies by which the 
c m r c l a l  private sector has pxticipat- 
ed in the program should be pramted.sXh 
as in the case of San Pedro Sula and La 
Ceiba. 

Land tenure issues should be a major 
focus of studies and other assistance 
that AID praaotes. Technical assistance 
should also be provided to strengthen 
cadastral management in local goverwnts. 
Improved land tenure will serve to inte- 
grate low incane families into the formal 
land market system. 





Housing Finance --------------- 
GOH t o  study the increased aobi l izat ion 
o f  daaestic capi ta l  t o  provide long te rn  
loans fo r  shelter and t o  ident i fy and 
develop appropriate pol ic ies t o  D b i l i z e  
that capital  wi thart  recourse t o  subsi- 
dies. 
COH t o  adapt and iqiemst p!icy. 
regulatory and operat ional changes 
required f o r  greater pr ivate =tor 
part ic ipat ion in  the low fncae shelter 
market. ......................................... 

AID has been unable t o  influence the Alternative loan guarantees fo r  NGO 
housing finance sector i n  resource lenders should be deve!oped. The CABEIJ 
abi 1 izat ion or  i n  regulatory changes FOVI loan program includes a canponent 
t o  encourage private sector participa- on the infoma; sector. focusing on f i -  
t im i n  the low inccrae shelter market. nancing of HGO access t o  a FOVI  l i ne  of 

credit. With new long term informal sec- 
to r  advisors. AID should pursue function- 
a 1 a l  ternat ive loan guaranty opt ions 
which would enable NGOs to fac i l i t a te  
change i n  the shelter status of low in- 
came families. 

. To set the general pol icy fraework 
and goals t o  1.prove sectoral perforn- 
ance . Tc adopt and ilplearent pol ic ies and 
legis lat ion t o  provide f o r  a strengtkn- 
ing o f  the local govlerment r o l e  in 
u n i c i p a l  dewlopent 

There i s  no defined and adopted fraae- . While AID should not re ly  on the pas- 
hurk fo r  an urban developaent nor a hars- sage of the l u n i c i p l  a'evelopnent law to  
inq f inance system i n  the country. No resolve the problems of local autonoapr. 
single inst i tu t ion nor goverrment agency it should continue t o  support it as an 
has ass& the responsibi l i ty fo r  de- important framework fo r  the assurrption 
velopingnationalurbandevelopaentand ofresponsibilitiesbylocalgoverrments 
housing policies. nor other elements ne- 
cessary fo r  direct ing l imited resources 
t o  urban needs o f  an increasing lower 
incore cl ientele. 

AID has made signif icant contributions 
t o  the development of the mn ic ipa l  
developaent law, now being discussed i n  
thecongress. I f  enacted. it w i l l  be 
inportant t o  iaproved effectiveness of 
urban management by local goverraaents. 



Off-Site Infrastructure ....................... . Overall design should assure provision 
o f  o f f  -s i t e  infrastructure. 

. Resources fo r  the -1-t Genera- 
t i o n  Project were intended t o  finance 
a substantial portion o f  o f f -s i te  
infrastructure. 

City 
leguc igalpa 

El  Rincon 
Trinidad 

San Pedro Sula 
La Ceiba 
Tela 
Caaayagua 
S iguatepeque 

E l  Carmen 
Choluteca 

Financed By 1 

Hunicipal i t y  
h n i c i p a l i t y  
Other donors 
EGP 
EGP 
EGP 
EGP 
AID 
E.G.P. 

Off-Site 

50% 
371 

none 
17% 
62% 
53% 
17% 
10% 
502 

Note: Off-s i te infrastructure has an 
iupact i n  scae secondary c i t i e s  we1 1 
beyond the direct benefits derived frm 
Urban Poor 11. ..................................................................................... 

~ c r o e c ~ i c  Conditions ........................ 
A v i t a l  ass tq t ion  fo r  prograr iqlemen- 
ta t ion i s  that the COH b o r n m  the f u l l  
HG authorization. At the tie of 
project design. t h i s  was a rea l i s t i c  
assl lqt  ion. 

E c m i c  conditions i n  Honduras have 
deteriorated. External payr~ent arrears 
have accw la ted  due i n  part t o  heavy 
debt service obligations t o  uu l t i l a te ra l  
agencies. Atrearages and stagnant for- 
eign exchange earnings led t o  AID'S 
d e c i s ! ~  t o  not authorize Honduras t o  
borrow the last $10 mi l l i on  i n  authoriz- 
ed Housing Guaranty resources. Unt i l  
arrearages are cleared, the expenditures 
for sole projects currently &!ng inple- 
mented m y  not be r e i h r s e d .  I n  addi- 
tion, the effects o f  declining real  
inccm, r i s i ng  unerploy.ent, and steep 
pr ice increases caabine t o  pose severe 
constraints in  the provis!on of shelter 
and urban services on the supply side 
and a b i l i t y  t o  pay by lou incase famil- 
ies on the demand side. I n  the absence 
o f  the $ 10 m i  11 ion, ESF resources have 
been applied t o  the urban develop~ent 
cmponent, while FOVI has discount S+L 
mortgages frm i t s  own resources. 

AID'S a b i l i t y  to  allocztc resources f r a  
the Enployment Cenerat ion Project for 
urban infrastructure projects has in- 
creased the leverage of Urban Poor 11 by 
expanding available funding. 
AID should continue t o  press the mnicipa- 
1 i t i e s  t o  plan and program necessary o f f -  
s i t e  infrastructure i n  urban improve~rent 
projects. 
Of equal importance. cost recovery plans 
m s t  account fo r  o f f -s i te  infrastructure 
expenditures and maintenance, possibly 
through t a r i f f s  and taxation. 

Structural adjustmmt alone i s  not l i ke ly  
to  persuade AID that the $10 mi 11 ion HG 
s h l d  be authorized. The GOH aust also 
reach agreerent with i t s  creditors, re- 
scheduling i t s  debt i n  a way that pro- 
vides AID wff ic ient conf ldence t o  guar- 
anty the $10 m i l  lion. 



Other Project Objectives Other Achievements Lessons Learned ........................ 
The Project Paper provided for other 
project elemen*s that were in fact. 
not iaple~lente: - The provision of co~munity facilities 

(e.g. schools. clinics) - The inclusion of housing in rural 
areas - The provision to local !joverments of . 8fcrocaPprters . saftware . vehicles 

------------------ 
Observations and discussions with 
local residents suggest that the provi- 
sion of new services under Urban Poor I I 
have: - Contributed to increased earnings for 

mall and infomal businesses - Increased land and hare values 
- Encarraged many residents to sake 

i~provements to their haws - Iaprwed environarental and sanitary 
conditions 

-. Encarraged the f o m t  ion of groups 
for neighborhood iqrovetrents 

--------------- 
In future projects. AID might consider 
undertaking an impact evaluation; this 
would require the early establishment of 
baseline data to be campared with the 
project when campleted. A methodology 
warld *lay various measures of success 
in order to better understand the costs 
and benefits realized. 



Appendix A. Scope of Work 



= Progress   valuation of the Housing Guaranty Program 522-HG-008, 
Shelter for Urban Poor 11. 

The purpose of this technical assistance is to provide a progress 
evdluation of the implementation to date of the Housing Guaranty 
Program 522-HC-008 and the complementary technical assistance grant 
522-0324 in comparison to the goals and objectives of the Project 
Paper Amendment, the Grant Agreement , and the Implementation 
Agreement and to recommend, i f  necessary, appropriate adjustments, 
The final report should identify specific problem areas and offer 
suggestions for improvement. 

The Contractor will provide a three member evaluation team to 
conduct a progress evaluation of the Housing Finance, Urban 
Development and Technical Assistance Components of the Shelter for 
Urban Poor I1 Program to determine the effectiveness of the 
program's implementation. 

The evaluation team will determine whether the goals and purposes 
stated in the Project Paper Amendment, the Implementation Agreement 
for 522-HG-008 and the Grant Agreement for 522-0324 are appropriate 
and being effectively implemented and attained within the current 
Honduran socio-.economic context. 

The evaluation team will specifically review the following: 

A. Q v e n l l  P r o w  Go- 

1. The program's success in meeting the long term goal of improving 
the shelter conditions (access to housing and urban services) of 
low-income families 

a, Housing Finance Component: Review policy regulations and 
operational changes promoted by the Government of Honduras 
under this program, that have led to an improvement of 
shelter conditions for low-income families in Honduras. What 
policy regulations and operational changes have been 
promoted? What realistic targets should be established for 
measuring the impact of the Honduras housing finance system. 
What are the major mnstraints to the implementation of the 
Housing Finance Component? What policy changes and 
methodologies could realistically be promoted to improve the 
current system? 

b. Urban Devalopment Component: Review municipal governments 
capacity to carry out urban upgrading activities. ,Analyze 
the following: to what extent have municipal governments 
executed the programmed urban upgrading activities? What 
physical and institutional advancements have been made to 
date? What are the major constraints to implementation of 
urban projects? What areas of additional assistance do 
municipal governments need to carry out urban upgrading 
activities? 



II cer and urban service delivery 
systems to significantly increase the number of low-income 
families with accass to such services. Analyze the following: 
What policy changes have been developed? In what areas? of those 
developed which have been implemented? Can the impact (positive 
;~nd/r~r ne*'ative effects) of those policy changes implemented be 
measur& h t  this point in time? If so, what is the impact on 
access to shelter and urban service delivery by low-income 
fan:,l'ies? If not collected by the programr what kind of 
infozmation is necessary to assess impact of policy changes by the 
esd of the Program. 

3. Review private sector capability including that of the informal 
sector, in providing housing and infrastructure services for 
low-income families. Analyze this capability in terms of 
technical capacity, private sector involvement in the production, 
marketing and financing of shelter solutions affordable to 
low-income families. Has a furictional system been reestablished 
to allow private sector participation in low-cost housing 
finance? If so, how effective has it been? If not, what are the 
major constraints? 

- 
To what extent has coverage by private sector financial 
institutions been increased to include low-income families and to - 

what extent can they participate on a cost recovery basis? Have - 

financial policies been developed and implemented encouraging 
private sector participation? 

4, Review Municipal governments capacity by analyzing orgacizztional 
structures, relationships with central government, major 
implementation constraints, and effectiveness of technical 
assistance provided to date. 

5. Beneficiaries. Has the program reached the proportional number of 
loans, by type of solutions, so that 30,000 low-income families 
will receive financing for upgrading infrastructure, home 
improvement and/or new shelter by the end of the project? 
Determine the extent to which housing and infrastructure solutions 
are reaching low-income beneficiaries. Develop a matrix showing 
number of beneficiaries at each level of the income distribution. 
If there are no data awailable to develop such a matrix, provide 
recommendations for collecting such data for a final impact 
evaluation. 

1. The private sector involvement in the production, marketing and 
financing of shelter solutions affordable to low-income families. 

2. The reestablishment of a functional system for private sector 
participation in lov-cost housing finance. 

3. The development and implementation of financial policies which 
encourage private sector participation. 

4 ,  The expansion of coverage by private sector financial institutions 
to include low-income families. 



1. sustainability of mechanisms develo~ed to implement projects 
measured in terms of: (a) municipal management staff involvement 
and experience required (i.e. mayor, assistant mayor, and 
department chief's involvement); (b) qualifications and time of 
technical p;~d administrative support staff required (secretaries, 
engineers, personnel in czdastre, treasury, and other support 
offices); (c) minimum office and field equipment required; (d) 
level of municipality's interaction with central and departmental 
government institutions required; (e) nature and level of 
municipality's interaction with community required for acceptance 
of project; ( f )  type and level of AID'S effort in project 
implementetion required; and, (g) potential use of mechanisms for 
future basic infrastructure projects. 

2. Effectiveness of cost recovery methods being used or chosen for 
use in projects by municipalities, measured in terms of: (a) 
likelihood of HG loan repayment to central government; (b) 
likelihood of loan repayment to municipality by project 
beneficiaries; (c) ability of municipal structure and personnel to 
effectively administer cost recovery methods without outside 

. assistance; (d) level of technical assistance and training effort 
required to date to design and implement (mainly set up) the 
chosen cost recovery method; (e) advantages and limitations of 
cost recovery methods used or promoted by technical assistance 
providers. 

Review that the technical assistance component has been able to: 

1. Expedite project implementation of the Housing ~uaranty Program; 

2. Set the general policy framework and goaLs to be achieved for 
improved sectoral performance; 

3. Assist the Government of Honduras to develop successful financial 
policies and effective institutions to meet the shelter and urban 
development needs of low-income families; 

4 .  Advise the Government of Honduras and the implementing 
institutions in project implementation and cost recovery issues. 

5. Review the participating municipalities' ability to absorb and use 
technical assistance and training provided under the program, 
measured in terms of: 

a. Frequency of instruction. 
b. Municipal staff time devoted to TA providers. 
c. Level of undetatanding of basic principles of project 

implementation promoted by TA providers. 



tance and 
training being provided to secondary cities. To date, technical 
assistance has been provided by a technical assistance and 
training unit housed within a central public agency (BANMA). 
suitability and performance shall be measured in terms of: 

a. ~ppropriateness of objectives, nature and targets unit staff has 
set for delivering technical assistance to participating . . municipalities. 

b. Ability of unit to achieve goals and objectives i t  set within 
timeframe of its latest work plan. The contractor shall identify 
major constraints and obstacles which prevented strict adherence 
to the work plan. 

c. Level and nature of involvement required by BANMAts central 
management structure throughout the program. 

d. Level and nature of interaction between municipality and the 
central unit required to maintain minimum pace of implementation. 

The Contractor shall submit to USAID/Honduras (during last week of Team 
Leaders stay) a preliminary draft report of the evaluation, for comments 
prior to departure from Honduras. Upon receipt of USAID/Honduras 
comments, if any, ths Contractor will deliver 30 calendar days 
thereafter, thirteen (13) copies in English of the final evaluation 
report prior to the completion of this order. The evaluation report 
format will contain the following sections: 

- Executive Summary (no more than three pages, single spaced) 
containing the objectives and purpose of the evaluation, methodology 
applied, findings, conclusions, recommendations, lessons learned, and 
comments on devs?,opment impact. 

- Table of Contents 

- Body of Report. The report (not to exceed 40 pages, single spaced) 
is to include a description of the country context (economic, 
political, social) in which 522-HG-008/0324 were developed and now 
being carried out; evaluation toam composition, field of expertise 
and role it played in the evaluation (one page maximum); evaluation 
methodology information (evjdence and analysis) on which the 
conclusions and recommendations will be based (separated by sections 
as specified in the Statement of Work); lessons learned and comments 
on development impact. Additional detail can be included in 
appendices. 

- Conclusions 

- Recommendations by order of priority and divided by each institution 
responsible for implementing them. 



- ~ppendices. This should include at a minimum: 

a. The Evaluation Scope of Work. 
b. The pertinent logical framework with a brief summary of the 

current status/cttainment of outputs. 
- c .  A description of the methodology used in the evaluation. 

d. A bibliography of documents consulted. 
e .  A list of officials inte~v~ewad. 

- 

At the time of submittal of the draft evaluation report, the Team Leader 
will conduct a debriefing for the Mission. During the first week in 
Honduras, the Contractor will develop a work plan, an outline of the 
evaluation report, and obtain Mission approval for carrying out the 
evaluation in accordance with the work plan. The Evaluation Team Leader 
will complete the abstract and narrative sections of the A.I.D. 
Evaluation Summary form (to be provided by USAID/Honduras at time of 
arrival) and submit it with the final report. 



Appendix B. Logical Framework 





PROJECT DESICtI SUIIUARY 
LOGICAL FRAMEWORK 

'- 
NARRATIVE SUII!\'.RY 

P:olmct PYVOI~I  

To improve the  ins t  l t u t  ic?nal 
c;ipacity of  t l ~ c  111 rvatc  c c c t w  and 
llunicipal go~~cninrents  t o  e ~ d n n c e  
the a \ ' a i l a b ~ l ~ t y  o l  Ilousil~g and 
i n f r a s t n c t u r e  s c r v i c e s  f o r  low- 
income f mi 1 les . 

30JEC I I V E L Y  V E R I F I A I I L E  INDICATORS 

:ondvtions tho1 w i l l  i nd ico~e  purpose ho8 be*' 
~chieved: End ol proicct status. 

1. P r i v a t e  s c c t o r  housing 
product ion; nrirkrr lng and 
f inance e n t i t i e s  a r e  a c t  ILT 

p a r t  i c ipnnts  i n  lo\ \ -  incomc 
s h e l t e r  m r k c t  

2. Publ ic  and p r i v a t e  s e c t o r  
p a r t i c i p a t i n g  ins t - i tu t ions  
(I~ouslnp and urban develop.) 
hare unprovcd t h e i r  e f f i c i e n c y  
and a r e  f u l l y  recovering 
investment c o s t s .  

5. .\ Cumction;rl system 1s in 
p l a c e  f o r  p r i v a t e  s c c t o r  
p a r t  i c ipn t  ion i n  lot \ -cost  
housing f in;mce. 

4 .  ,In i n s t i t u t i o n a l  and fin.mcin1 
mechanism 1s In p lace  f o r  
carry in^ out  c a s t  r e c c w r a l > l e  
u r c r x i i n c  a c t l v i t  ies :n rrrban 
mm i c  ipa l  i t  i c s .  

MEAt lS  OF V E R I F  ICATIOt4 

. rrvcrnn~ records 

. CXXl yc l icy .  r e p l a t o p  and 
operat  iorinl documents. 

. Financial  records of par t  i c i r s t  i n c  
i n s t  i t u r i ~ n s .  

LiI. ol Ptolcct: 
F ~ o m  FY 37 toFy fl9 
lo101 U. 5. f undinO 
Dote P~r~ormd. 

PACE 7 
IUPORTA;:.i ASSUIAP TI0145 

Assumpt ions  lor ochimvinp purppsm: 

(TlI and Ccnt ra1 HanL adopt and 
implcmcnt p l i c y ,  r c m ~ l a t o n  and 
opcrn t i o ~ ~ a l  , changes rcqur r ctl 
f o r  g r c n t c r  p r l v a t c  s c c t o r  
pal t i c i p a t  ion i n  the  lor.- incvmc 
shcl  t r r  m ~ r b e t  . 
CLII comnitment t o  adopt and 
implement pol i c i e s  and l e g i s l a -  
t i o n  t o  providc f o r  a s t rengthcn-  
inc of  t h e  local  gowrnmrnt r o l e  
i n  nunicipal  developmrnt. 







Appendix C. Evaluation Methodology 

The evaluation was undertaken by a housing and urban development planner, a 
housing finance specialist, and an urban development specialist. Prior to 
arr iva 1 in Honduras, the team reviewed a1 1 relevant documents made a v ~ i  lable 
in Washington by the RHUDO and the O f f  ice of Housing and Urban Programs 
(PRE/H) . These included the Project Paper, the Implementat ion Agreement, and 
the Grant Agreement. At that time also, the team reviewed AID guidance and 
methodologies for undertaking evaluations, incorporating appropriate portions 
into the approach ultimately used. 

Two of the evaluators spent two weeks in Honduras, and the third evaluator 
spent thre? weeks, benefiting from discussions with the RHUDO staff and 
reviewiny the project files and documents. The team continued its analysis in 
Washirjton, preparing a draft evaluation report for presentation to and review 
by RiiUDO and USAID. Two team members returned to Honduras for report 
presentation and final reviews. A list of the most significant reference 
materials is found in kppendix D. 

Based on the project issues reflected in the scope of work, the team prepared 
a series of questions to serve as guidance for the nearly 50 meetings held 
throughout the c0untr.y. In Tegucigalpa, the team met with senior 
representatives of the key Honduran institutions, most notably the Direction 
de Credito Publico of the Ministerio de Hacienda y Credito Publico, the Banco 
Municipal Autonomo, and the Instituto Nacional de la Vivienda. The team 
visited all seven o f  the participating cities (Tegucigalpa, San Pedro Sula, 
Tela, La Ceiba, Siguatepeque, Comayagua, Choluteca) , meeting in each with the 
M a y ~ r  and responsible project implementation officials, as well as in some 
cities with representatives of the private sector which are important 
participants in the projects. In each city, the team visited project sites, 
discussing project impacts with neighborhood residents, small business 
people, and patronato representatives. A complete 1 ist of persons interviewed 
is found in Appendix E. 

It should be noted that this evaluation is not an impact study; the evaluation 
was not able to design and carry out a survey of quantifiable benefits 
received by the target population, economic effects on those families, and 
other significant project results. 



Appendix D. Reference Documents 

Agency for International Development, Shel ter Sector Program Project Paper, 
September 1986. 

Agency for International Development, Regional Inspector General for Audit, 
Teguciga 1 pa, Audit of ionduras Housing Guaranty Program, Projects Nos. 522-HG- 
005, 006, and 007, USAID/Honduras , Regional Housing and Urban Development 
Off ice for Central America, Audit Report No. 1-522-86-06, January 1986. 

Banco Central de Honduras, Boletin Estadistico, Various Issues, 1986-1989. 

I nternat iona 1 Monetary Fund, Honduras-Recent Economic Developments , August 
1989. 

Kerley, Janet, Randolph Lintz, and Antoinette Rusin, Investigacion sobre la 
Vivienda Progresiva en Honduras ;I Costa Rica, Report Prepared for Regional 
Housing and Urban Development Off ice for Central America, August 1985. 

PADCO, Urban Land Development Study, San Pedro Sula, Honduras, Volumes I and 
11, March and May 1989. 

Technical Support Services, Inc. , Encouraging Private Initiative, Report 
Prepared for AID Off ice of Housing and Urban Program, Apri 1 1987. 

The Urban Institute, Developing a Housing Finance Strategy for Honduras, 
Report Prepared for USAID/Honduras , August 1986. 
The Urban Institute, Honduras Shel ter and Urban Development Sector Assessment, 
Report Prepared for USAID/Honduras , Apri 7 1989. 

The Urban Institute, Reform of the Honduran Municipal Law, Report Prepared for 
USAID/Honduras , March 1988. 

The Urban Institute, Urban Upgrading Program for Secondary Cities, Reprot 
Prepared for RHUDO/Centra 1 America, June 1987. 

Webb, Richard, Roberto Abusada, and Jul io Valarde, Credit Pol icy in Honduras 
in the Context sf Macroeconomic Constraints, Report Prepared for 
USAID/Honduras , May 1988. 



Appendlx E. List of Contacts 

Ministerio ds Hacienda y Credito Publico (MHCP) 
Direccion de Credito Publico 

1 ic. Cesar Carranza, Director 
Lic. Gloria de Castro, Oficjal de Credito 

Banco Municipal Autonom (BANMA) 
Ing. David Fiendoza Lupiac, Presidente 
Lic. Antonio Kawas, Gerente 

Un idad de Coord inaci 3n y As i stencia Tecn jca (UCAT) 
Ing. Her i berto Rosales , Coordinador 

Teguc i ga 1 pa 
Prof. Nora Gunera de Melgar, Alcalde 
Amanda von Eicken, Gerente de Trabajo Social 
Rafael Carrasco, Gerente Administrat ivo 

Un idad E jecutora de Tegucigalpa 
Ing. Luis Alonso Deras, Jefe 
Ing. Martha Nunez de Va 1 le jo, Coordinadora del Programa 
Ing. Mario Bu, Asistente del Jefe de la Unidad 
Renan R .  Velazquez 
Abeiardo Aguileira 

San Pedro Sula 
Ing. Hector Guil len, Alcalde 

Division Municipal De Aguas (DIMA) 
Ing. Gabriel Kattan, Gerente 
Ing . Alf redo DiPa lma, Coordinador del Programa 

Unidad de Vivienda y Desarrollo Urbano (UMVIDE) 
Ing. Juan E. Zelaya, Jefe de Unidad 

La Metropolitana Asociacion de Ahorro y Prestamo 
Lic. Manuel Trejo, Gerente 

Ing. Jaime Rosenthal 

La Ceiba 

4r . Ramon Antonio Leva B., Alcalde 
ng. Car 10s Agui lar , Jefe de Unidad E jecutora 

Lic. Roberto Dip, Gerente, Camara de Comercio e Industria de 
Atlantida 

Arq. Antonio Rico, Director Unidad Ejecutora de 
P laneamiento Urbano 

Ing. Eduardo Flefil 

Tela 
Sr. Eriberto Diaz, Alcalde 
Ing. Juan Manuel Caceres, Jefe de la Unidad Ejecutora 



S i guat epequa 
Sr. Salomon Sosa, Alcalde 
Ing. Douglas Jimenez, Jefe de la Unidad Ejecutora 
Lic. Laura Zelaya, Administrador de la Unidad E jecutora 

C6m* .;gucr 
Sr. Ignacio Paz, Alcalde 
Ing. Marco A. Martinez, Jefe de la Unidad E jecutora 
Napoleon Cepeda , Soc ia 1 Promotor 

Choluteca 
Sr. Omar Antonio Guillen, Alcalde 
Ing. Beder Callejas, Jefe de la Unidad Ejecutora 

Banco Central de Honduras 
Lic. Ricardo Maduro 

Fondo de la Vivienda (FOVI) 
L i d .  Reyna 1 do Ne 1 son 
Lic. Marcia1 Flores Sosa 

Instituto Nacional de La Vivienda (INVA) 
Arq. Mario Ernesto Martin M.,  Gerente 
Lic. Lilian Gutierrez de Molina, Division de Finanzas 
Arq. Randolfo Moya C., Jefe, Regional Norte 
Ing. Jaime Dani lo Fernandez, Encargado Proyecto C iudad Planeta 

Federacion Hondcrena de Asociacion de Ahorro y Prestam 
Lic. Salomon Gal indo, Gerente 

Program de Generation de Empleo 
h g  . German Aparicio, Coordinador 
Ing. Rafael Rivera 

Consul tores Financieros Internacionalm (COFINSA) 
Dr. Mario Rietti Matheu, Gerente 

CONDI SA 
Ing. Rigoberto Romero, Gerente de Opwaciones 

Futuro, Asociacion d~ Ahorro y PresRam 
Ing. Vicente Will iams, Presidente 
Lic. Manuel Gutierrez, Gerente 
Lic Ana Luz Mejia, Gerente Credito 

La Constancia, Asociacion do Ahorro y Prestam 
Lic. Luis Fclipe Lozano, Gerente 

La Vivienda, Asociacion de Ahorro y Prestaw 
Lic. Rigoberto Guevara, Gerente Credi to 



La Metropol l t a m  Asociacion de Ahorro y Prestamo 
Dr. Mario Riett i Matheu, Presidente 
Lic. Manuel Trejo, Gerente 

RHUDO/Centrcl .'.xr'fca 
Mario Pita, Director 
W i  1 1  iam Yeager 
Ronald Car 1 son 
Sigifredo Ramirez 
Harry Jager 
Rafael Domingas 
John Fisher 

USAID/Honduras 
Eugene Szepesy 
Lars Klassen 
Kevin Sanderson 
Carmen Zambrana 
Art Riveira 

Cooperative Housing Foundat ion 
Eddy Perez 
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Table 1 

Honduras: C o r ~ ~ s i  t l o n  o f  the FOVI Port fo l  l o  

(New She1 t e r  Solutions F f nanced; January 1986-Docenk~er 1989) 
(Values i s  lhousands o f  Current Lenplras) 

New 
- F inancial Intermediary Houses 

i m I 1 1 . 1 1 1 1 1 ~ 1 1 ~ I 1 1 1 1 I I I  -11111 

Savings and Loan Associatlons2,552 

522-HG-008 Program 1,805 

I Relmbursed by A.I.D.) 1,441 
Hot Relmbursed by A.!.D.) 364 

Comnerclal Banks 1 

522-HG-008 Proqram 0 

I Reimbursed by A.1 .On) 0 
Not Relmbursed by A.1 .D.) 0 

NCOs 1/ 673 

522-HG-008 Program 197 

I Reimbursed by  A.I.D.) 197 
Hot Reimbursed by A.I.D.) 0 

PRIVATE SECTOR SUBTOTAL 3,226 

Value 
l l P 1 1  

48,642.7 

22,776.3 
19,003.1 
3,773.2 

20.0 

0 
0 
0 

14.388.7 

1,774.7 
1,774.7 

0 

63,051.4 

522-HG-008 Program 2,325 29,783.6 
(Relnbursed by A.I.D.) 1,961 * 26,010.4 
(Not Reimbursed by A.I.D.) 364 3,773.2 

I NVA 1,424 10,574.9 

522-HG-008 Program 775 7,873.8 
(Reimbursed by  A.I.D.) 574 4,484.9 
(Not Relmbursed by A.I.D.) 201 3,388.9 

TOTALS 4,650 73,626.3 

522-HG-008 Pr~grm 2,777 32,424.8 
Aeirrburscd by  A.I.D.) 2,212 25,262.7 
NotRei~ursedbyA.1.D.) 565 7,162.1 

Home 
Urbanized Imrovemnt  Total Total 

Lots Value Loans Value Solutions Value 
1111111 11111 1 1 Y 1 1 1 1 1 1 . 1 1  11-11 m 1 1 9 1 1 . 1 1  Y - 1 1 1  

244 1,531.8 358 4,125.0 3,154 54,299.5 

70 394.7 47 144.2 1,922 23,315.2 
70 394.7 U 0 1,511 19,397.8 
0 0 47 144.2 411 3,917.4 

0 0 13 375.0 14 395.0 

0 0 0 0 0 0 
0 0 0 0 0 0 
0 0 0 0 0 0 

0 0 79 500.0 752 14,888.7 

1/ Includes FEHCOVIL and Asociaclon San Juan Bosco 

Includes 323 mrtgages valued a t  15.2 m i l l i o n  previously held by FOVI, now assigned t o  the pr iva te  sector 



Tablc 2 

Source: Central Bank of  Honduras 

Honduras: Savings and Investment 1984-1988 

(Mi 11 lono of  Current Lenpiras; End of Period) 

Gross National Savings 525 634 583 536 491 
Public Savings 108 104 1 0 2 .  29 (11) 
Private Savlngs 417 530 481 507 502 

External Saviras 706 630 492 658 682 
Net Capital Inflows 589 4 W  463 438 374 

Gross Oomestic Investment 1,231 1,264 1,075 1,194 1,173 

Current GOP 6,462 6,977, 7,600 8,109 8,799 

Prlvate SavlrgsIGDP 6.5% 7.6t 6.3% ti.$$ 5.7% 

External SavlngsIInvestment 57.4% 49. W 45.8% 55.1% 58.1% 

Externa 1 Sav ings1CDP 10.9% 9.0& 6.5% 8.1% 7.0% 

Net Capital I n f  lowsla1P 9.1% 7.1% 6.1% 5.4% 4.3% 



Table 3 

Honduras: Hortgage Lending 1984-1988 

( M l  11 ions o f  Current Lenp iras; End o f  Period) 

Specialized Savings Ins t l tu t iono 

(11 Real Estate Mortgages 142.6 153.7 146.4 169.9 176.0 

(2) Real Estate Mortgages 56.7 59.5 63.2 74.9 79.0 

Consol {dated Financial System 11 

(3) Real Estate Mortgages 199.6 213.7 209.9 245.0 255.2 

(4 )  Total Lending 2,142.9 2,367.3 2,520.8 2,900.6 3,167.9 

S+L Horlyages/Total Mortgages 71.4% 71.9% 69.7% 69.3% 69.0% 

S+L Mortqages/Tota l Lending 6.7% 6.5% 5.8% 5.9% 5.6% 

C o m r c l a l  Bank UortgagesITotal Mortgages 28.4% 27.8% 30.1% 30.6% 31.0% 

ConnnerclalBankMortgages/TotalLendlng 2.6% 2.5% 2.5% 2.6% 2.5% 

Total MortgagesITotal Lending 9.3% 9.0% 8.3% 8.4% 8.1% 

11 Excluding the ~ h t r a l  Bank 

Source: Central Bank of Honduras 



Table 4 

Honduras: Restdential Construction by the 
Private Sector 1985/86-1987188 

(Number of Units and Average Vnlue: En4 of  Period) 

Three Year 
1985/86 1986/87 1987/88 Average 
*11-111 1111111 911-1111 1111111111 

Number of Units Constructed 1/ 1,442 1,982 2,530 1,985 

Average Value Net o f  Land (L) 49,626 41,806 53,091 48,174 

1/ Tegucigalpa, San Pedro Sula and La Ce tba Urban Areas 

Source: Central Bank o f  Honduras 



T&la 5 

Mortgages Originated by the S+L System and Discounted by FOVI, 1986-1989 

Pr ice  Ranges o f  Homes F inanced 

*L21,000 

121,001-25,000 

L25,OOl-45,000 

L45,OOl-65,000 

>L65,OOO 

Totals  

Source: FOVI 

Number 
1.111. 

Percent 
Olstr ibut ion 

111111 



Table 6 

Honduras: Resldentlal Constructlon by the Pr lvate 
Sector Under Housing Guaranty Program 000 

(Nurber o f  Unlts and Sales Prlce: End-1989) 

Project and Locatfon Units SalesPr ice 
1 E 1 1 1 1 ~ 1 1 1 1 1 1 Y 1 1 1 1 1 I 1 1 1 .  111111111 11111.111111. 

Cerro Grande, Teguclgalpa 35 21,000 

San Juan de 10s Llanos, Tegucigalpa 344 21,000 

La Hueva Era, Tegucigalpa 16 20,600 

Centro America Oeste, Tegucigalpa 341 14,300 

La HoraISan Jorge, San Pedro Sula 348 12,900 



Hmduras: Income Dlstr lbut  Ion o f  Housing 
Guaranty Program 008 Benef lc lar ies 

(Nurrber o f  Recfplents of Hen Shelter Solutions: End-iS89) 

Source: FOVI 

Table 7 



'(able 8 
TEGUCIGALPA PROJECT EXECUTION 
(project execution i n  all tables as of March 1990) 

PROJECT Starting 
date 

La Pradera I1 

El Rincon 

Planned 
date of 
completion 

Bella Vista 

l~ercedes 11 *  ( - 1 - 1 O 1 -  I 

4-6-88 

2- 1-89 

Mercedes I11 

Los Indios 

Total 632 1 I 

Extra days 
needed for 
project 
completion 

La Trinidad 9-1-89 

Leapira 9-30-87 

7-1-88 

* This pavirg project was or ig ina l ly  estimated to  cost 1560,000,000. The project was not 
imp lmnta l  under the Urban Poor I 1  program. The Hunic!pality isdesigning the project 
with the iiitention of implementing it with i t s  own resources. 

% 
Project 
implement. 

5-5-88 

8-14-89 

6-21-89 

4-7-89 

2-22-90 

7-31-88 

10-31-89 

0 

0 

2-16-90 

4-4-90 

- - -  

100 

100 

2 5 

126 

6 

100 - 
100 

100 

120 

9 5 100 loo_: 



- - - - -- - 

1.a Pradera 1 1 1  320,000 1 August 88 1 46,214 1 14 1 

rable 9 
'EGUCIGALPA COST RECOVERY 

' PROJECT 

E l  Rincon 

La Tr in idad 

Lempira 

Externa l  
Financing 
i n  
Lempiras 

I n i t i a l  date  
f o r  cost  
recovery 
program 

B e l l a  V i s t a  

E l  Ca lva r io  

340,000 

417,000 

745,000 

Mercedes I 1 1  

LCS Ind ios  

Mercedes 11* 

To ta l  

Amount 
Recovered 
i n  
Lempiras 

700,000 

1,041,000 

o f  Tota l  
Recovery 1 

March 88 

o 

Oct. 88 

615,000 

1,395,633 

5,960 

5,579,593 

Nov. 88 

Nov. 88 

18, 029 

- 
280,646 

- 
March 89 

- 

5 

o 

38 

29,677 

38,694 4 

- 
21,015 

a 434,275 - 

- - 
1.5 

- 
8 



Table 10 
SAN PEDRO SULA PROJECT EXECUTION (1) 

PROJECT 

Sinai 1 1  1 3-87 1 5-90 1 150 ( 100 

- 

Starting 
date 

Planned 
date of 
completion 

6 de Mayo 

Paz 
La Union 
San Luis 
I s las Progreso 

El Higueral 1 5-88 1 9-88 / 0 1 100 

Extra day;]% 
needed for of Project 
project implement. 
completion 

Rodas Alvarado 
Zelaya 1-11 
Cabanas 
San Jose 

5-87 

4-87 

Central 1 9-87 I 5-90 1 11; 1 9: 

Centra 1 i ta 

Sitra-Alus 11 -87 5-88 

5-90 

6-88 

5-87 

Chamelecon 

San Antonio 
Suyapa 
Paling 

12-87 

Jalle Sula 1 12-87 1 1-89 1 0 1 100 

8-87 

8-87 

La Libertad 

Co 1. Honduras 

J. Morales 

3u Giron 

9-87 

8-87 

10-87 

12-87 

93 

9 3 

6- 90 I 180 

6-90 

12-87 

3-88 

5-88 

3-88 

180 

150 

60 

30 

0 

100 

100 

100 

100 



SAN PEDRO SULA PROJECT EXECUTION (2)  

PROJECT S t a r t i n g  
date 

P 1 anned 
date o f  
complet ion 

f x t r a  days 
needed f o r  
p r o j e c t  
:omplet i o n  

150 

k 
~f Pro jec i  
implement, 

Los Angeles 
Santa Marta 
A1 ianza 

Calpules 

E l  Carmen 

R. Hernandez 
S i n a i  
B r i sas  Sauce 

Sabi 1 l o n  
Fe y Esperanza 
San Jose 
Los Angeles 

Suyapa Anach - 
Fsquipulas - 
Primavera R. 

S.P.V.D. 

Suyapa Anach* 

Tota l  

*Ellglbi 1 i t y  suspended 

Note: Projects completed 905 and over a m  awaiting for inported mter la ls  a d  accessories, 
such as, water and sewage punpt. These materlals have been order already. Once these 
mter la ls  arr ive DIM w i l l  i ~ r t a l l  them and put the projects to operate In a 30 day; 
per Iod. 



Table 11 
SAN PEDRO SULA COST RECOVERY (1) 

PROJECT r- Projec t  
Costs 
i n  
Lempiras 

I n i t i a l  date 
for  cost 
w o v e r y  
wograms 

h o u  n t 
iecovered 
i n  
!empiras 

k 
)f Tota l  
iecovery 

Paz 
La Onion 
San Lu is  
I s las  Progreso 

Rodas A1 varado 
Zelaya 1-11 
Cabanas 
San Jose 

I E l  Higueral  

San Antonio 
Suyapa 
Pal ing 

l ~ l o r  de l  Va l le  

Central  
Central  i t a  

( ~ a  L iber tad  

I co 1. Honduras 

/ v .  Morales 

l ~ a l l e  Sula 



SAN PEDRO SULA COST RECOVERY ( 2 )  

PROJECT P r o j e c t  
Cost 
i n  
Lempiras 

I n i t i a l  date 
f o r  cost  
r e c ~ v  . ~ % y  
program 

i n  Recovery 

Los Angeles 
Santa Marta 
A 1  ianza 

Calpules 

E l  Carmen 

R .  Hernandez 
S ina i  
Br isas  Sauce 

Sabi l  lon 
Fe y Esperanza 
San Jose 
Los Angeles 

Suyapa Anach 

Esqu i pu 1 as 

S.P.V.D. 

Suyapa Anach* 

* E l  lg ib l  l lty Suspended 



Table 12 
LA CEIBA PROJECT EXECUTION 

PROJECT 

La Isla 
La Gloria 
La Julia 

Starting 
date 

P 1 anned 
date ,of 
completion 

Extra days 
needed for 
project 
completion 

Table 13 
LA CEIBA COST RECOVERY 

€ 1  lman 10-89 6-90 0 

PROJECT 

A 1 varado 
La Merced 
Bella Vista 
Ze 1 aya 

Total 

Project l Cost 

3 0 

in I lempiras 
La Isla 
La Gloria 
La Julia 

% 
of Project 
implement. 

El Iman 
A 1 varado 
La Merced 
Bella Vista 
Ze 1 aya 

Total 

1,182,242 

2,068,549 

Initial ddte 
'for cost 
recovery 
program 

3-89 

Amount 
Recovered 
in 
Lempiras 

90,000 

% 
of Total 
Recovery 

10 



Table 14 
TELA PROJECT EXECUTION 

PROJECT 

Table 15 
TELA COST RECOVERY 

S t a r t i n g  
date 

-~ 

Lempira 
Highland Creek 
T. S i e r ra  
Buenos A i res  

PROJECT 

1 1-89 

Lempira 
Highland Creek 
T. S ie r ra  
Buenos A i res  

To ta l  

Planned 
date o f  
completion 

P ro jec t  
Cost 
i n  
Lempiras 

I n i t i a l  date 
f o r  cost  
recovery 
program 

Amount 

Recovery 

Ext ra  days 1% I 

nceded for* aF Pro jec t  
p ro j ec t  
completion 

Implement. 



Table 15 
CONAYAGUA PROJECT EXECUTION 

PROJECT S ta r t i ng  
date 

- --- - - 

Santa Luc ia  1 3-89 

San Francisco 

Tota l  

Table 17 
COMAYAGUA COST RECOVERY 

p lanned 
d a t e  o f  
complet i on  

Ext ra  days % 
needed fni* l o f  Pro jec' 
p ro j ec t  implement. 

I 
completion I I 

PROJECT 

-. 

Santa Luc ia  

San Francisco 

Pro jec t  
Cost 
i n  
Lempiras 

375,635 

236,323 

I n i t i a l  date 
f o r  cost  
recovery 
program 

4-89 

4-89 

Amount 
Recovered 
i n  
Lempiras 

4,566 

8 ,840 

% 
o f  To ta l  
Recovery 

1 

4 



Table 18 
SIGUATEPEQUE PROJECT EXECUTION 

PROJECT 

E l  Carmen 
Suyapa 
San Juan 

Tota 1 

Ext ra  days 
needed f o r  
p ro j ec t  
completion 

S ta r t i ng  
date 

% 
o f  P ro jec t  
implement. 

Planned 
date o f  
completion 

Table 19 
SIGUATEPEQUE COST RECOVERY 

PROJECT 

E l  Carmen 
Suyapa 
San Juan 

Tota l  

P ro jec t  
Cost 
i n  
Lempiras 

I n i t i a l  date 
f o r  cost  
recovery 
program 

Amount 
Recovered 
i n  
Lempiras 

% 
o f  To ta l  
Recovery 



C 
Table 20 
CHOLUTECA PROJECT EXECUTION 

PROJECT 

La L iber tad  
San Juan Bosco 
Los Graneros 

S t a r t i n g  
date 

Table 21 
CHOLUTECA COST RECOVERY 

Planned 
date o f  
completion 

Ext ra  days 
needed f o r  
p ro j ec t  
completion 

% 
o f  P ro jec t  
implement. 

PROJECT 

La L i be r t ad  
San Juan Bosco 
Los Graneros 

Tota l  

P ro j ec t  
Cost 
i n  
Lempiras 

I n i t i a l  date 
f o r  cost  
recovery 
program 

Amount 
Recovered 
i n  
Lempiras 

% 
o f  To ta l  
Recovery 





; Appendix G. 
% Advertisement by 
4 La Vivienda 

. . . . 
- .  . '. . . .  

UNA VIVIERDA DE 2 DORMITORIOS' POR . 
. .: 

SOLAMENTE LPS. 21,000.00 . ':.. : . . 
L 

: . . 

PAGUE Lps. 3.70(1.00 de prima y gastos de ciem * 
- , 

- ,  
Mensualidades ! P5. 255.U) .. . . . -  

. - a  - -- 
Ggreso farni!ia :;ler,sual Lps. 950.00 o x )  . , - 

/ Proyecto 
' . .  . .  . . -. 

URBANlZAClON CERRO GRAMDE. ' 
; . - .  -. . . _. * . .. . 

. . I . . -." ... :. .- . .. .. , 

Financiado pone+ rondo de-la Vivienda "F.O.V.I." 
(~ecur&s convenio e j e c u c b  A.1.D.- 522 HG008) . . 

. < - ,  .--.-.--. -. .. - . . . . . -  
i 

. . 
. . ..::-: . . .. . ).. - . .. . 

, . 

or . intekedio . de LA YMERDA SA.' I 

. . . .  . . .  - .  
. -  . . . .. . . .  . . 

- 
. . En el mismo proyecto.. . - -  

VER CASA MODELO TODOS LOS D M ,  . 

INCLWENDO SABADOS Y DOMJKGOS. I 
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e 

! 
I 

PUOMOTOR YETROPOLITAMA YUNICIPALIDAD 
uuvlor I PL uarrrr~  1 D I U A  I C A T A ~ R O  

E.8lE.E 


